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Vice President

Education
B.S. Duke University, 1975
M.S. Duke University, 1976

Registrations/Certifications

Alabama No. 19422 Louisiana No. 30816 North Carolina No. 15264
Arizona No. 28939 Maine No. 10395 Ohio No. 70152
Colorado No. 31200 Maryland No. 12410 Pennsylvania No. 38216
Florida No. 27703 Mississippi No. 12717 South Carolina No. 15389
Georgia No. 17597 Nebraska No. E-12868 Tennessee No. 105550
lllinois No. 062-053100 Nevada No. 20259 Virginia No. 131184
Indiana No. 10100292 New Hampshire No. 10820

Kentucky No. 22463 New Mexico  No. 15990

NCEES National P.E. No. 20481
American Society of Appraisers Accredited Senior Appraiser No. 7542

Relevant Training/Courses

AWRA, AWWA, ASCE, WEF, ASA Seminars

Ethics ASA, NSPE, PE

USPAP 2003, 2004 2009/2010 Exams

ME 201, ME 202, ME 203, ME 204 Machinery & Technical Specialties ASA
Public Utilities Specialty Designation Exam Parts I, Il, and Ill ASA

AAEE, ASA, NSPE, PE (multiple states) Continuing Education

Affiliations

Diplomate — American Academy of Environmental Engineers
American Concrete Institute

American Society of Appraisers

American Society of Civil Engineers

American Water Resources Association

American Water Works Association

Florida Engineering Society

Florida Water & Pollution Control Operators Association
Florida Water Works Association

National Society of Professional Engineers

Water and Environment Federation

Water Management Institute

Summary

Mr. Hartman is an experienced environmental engineer specializing in water, wastewater and stormwater utilities
and systems. He is a qualified expert witness in the areas of water resources, water supply and treatment,
wastewater treatment and effluent disposal, reclaimed water reuse, stormwater reuse, utility system valuation and
financing, facility siting, certification/service area/franchises and formation/creation, management and acquisition
projects. Mr. Hartman is accepted in various Federal Courts, Circuit Courts, Division of Administrative Hearings,
Public Service Commissions, arbitration, and quasi-judicial hearings conducted by cities and counties, as a
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technical expert witness in the areas of water supply, certification/service areal/franchises, facility planning, water
resources, water treatment, water quality engineering, water system design and construction, and utility systems
valuation.

Professional Experience

Financial Reports

Mr. Hartman has been involved in over 300 capital charge, impact fee and installation charge studies involving
water, wastewater and fire service for various entities. He also has patrticipated in over 150 user rate adjustment
reports. Mr. Hartman assisted in the development of over 70 revenue bond issues, 20 short-term bank loan
systems, 10 general obligation bonds, numerous grant/loan programs, numerous capacity sale programs, and 20
privatization programs. Mr. Hartman has been involved in over $3 billion in utility bond and commercial loan
financings for water and wastewater utility, and over $4 billion in utility grants, matching funding, cost-sharing;
SRF loans and Federal Loans (R.D., etc.), assessments and CIAC programs.

Water and Wastewater Acquisition Valuations and Evaluations

Mr. Hartman has been involved in some 300 water and wastewater negotiations, valuations and evaluations, and
has been a qualified expert witness by the courts with regard to water, wastewater, reuse, arbitrations and
condemnation cases. He has participated in the valuation of numerous utility systems. His experience in the past
few years includes:

Year Project Party Represented
2010 River Forrest, S.C. Both
2010 Stonecreek, S.C. Both
2010 Fearington Utilities NFP
2010 Wahneta Water System City
2010 Heritage Harbor Water and Wastewater City
2009 Bay Laurel Water and Wastewater CDD
2009 Aquarina Water and Wastewater Bank
2009 Cocoa Beach (electric) City
2009 Parkland Utilities Owner
2009 GISTRO (Rev.) NFP
2009 Fruitland Park (electric) City
2008 Park Water Company City
2008 Crooked Lake Sewerage Company City
2008 Vanguard Wastewater System City
2008 Traxler Enterprises City
2008 Louisiana Land and Water Company Owner
2008 Sandy Creek Water and Wastewater County
2008 Bayside Water and Wastewater County
2008 Fern Crest Utilities, Inc. Buyer
2008 Turnpike Utilities, LLC — W/S North Carolina Owner
2008 Nags Head, Moneray Shores, Currituck Sewer, Corollo #1 & #2 Buyer
2008 Service Management Systems, Inc. Bank
2008 Slash Creek Utility System Owner
2008 Kill Devil Hills Utility Company Owner
2008 Orchid Springs Utilities City
2008 City of North Miami Beach — Utilities Owner
2007 Pine Island Water System Owner
2007 Pine Island Currituck Sewer Owner
2007 Gulf Coast Electric Cooperative County
2007 Marion Utilities, Sunshine Utilities and Windstream Utilities County
2007 Ocean Reef/NKLUA/Card Sound 1.Q. FKAA
2007 Irish Acres County
2007 I-20 Systems South Carolina Owner
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Year Project Party Represented
2007 Town & Country Update Owner
2007 Service Management Systems, Inc. C.B. Ellis
2007 Bulow Village Resort County
2007 Intercoastal Utilities Owner
2006 Donaldsonville/Peoples Utilities Owner
2006 MSM Utilities, Inc. Owner
2006 BSU/Citrus Park Owner
2006 Jasmine Lakes and Palm Terrace City
2006 The Arbors County
2006 Oak Centre County
2006 Silver Oaks Estates County
2006 Regal Woods County
2006 Golden Glen County
2006 Willow Oaks County
2006 South Oak County
2006 Gulf State Community Bank — Utility Holdings Bank
2006 Rolling Green County
2006 South 40, Citrus Park and Raven Hill County
2006 Holiday Utility Company, Inc. Bank
2006 Old Bahama Bay Management
2006 Utility Consolidation Program County
2006 Loch Harbor Water & Wastewater System Owner
2005 Lake Wales Utility Company Bank
2005 Pennichuck Water Company Confidential
2005 K.W. Resort Utilities, Inc. Confidential
2005 Water Management Services, Inc. Owner
2005 Town and Country Utility Co. Confidential
2005 Village of Royal Palm Beach Village
2005 Orange/Osceola/Lake/Seminole Counties Confidential
2005 Utilities, Inc. (Partial) Owner
2005 Village of Royal Palm Beach Village
2005 Bald Head Island Utilities, Inc. Village
2005 Broward County Confidential
2005 Burkim Enterprises, Inc. Owner
2005 Lyman Utilities, Inc. Harrison County, MS Owner
2004 Quail Meadow Utility Company County
2004 Silver Springs Shores Regional County
2004 Matanzas Shores County
2004 El Dorado Utilities, NM Owner
2004 CDF to City of Tupelo, MS CDF
2004 Pesotum, lllinois — IAWC Village
2004 Philo, lllinois — IAWC Village
2004 Central Florida Confidential
2004 Skyview City
2004 Polk Utilities NFP
2004 St. Johns Services Company County
2004 Intercoastal Utilities Company County
2004 Stonecrest Utilities County
2004 Meredith Manor County
2004 Lake Harriet Estates County
2004 Lake Brantley County
2004 Fern Park County
2004 Druid Hills County
2004 Dol Ray Manor County
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Year Project Party Represented
2004 Apple Valley County
2004 Kingsway Utility Area County
2004 Lake Suzy Utilities (water portion) County
2004 Sanibel Bayous Wastewater Corporation City
2004 Ocean City Utilities FCURIA/County
2004 Peoples Water of Donaldsonville, LA Owner
2003 Harmony Homes County
2003 Florida Central Commerce Park County
2003 Chuluota County
2003 District 3C (Miramar portion) City
2003 Lincoln Utilities/Indiana Water Service Owner
2003 Gibsonia Estates City
2003 Lake Gibson Estates City
2003 El Dorado Utilities, NM Buyer
2003 Jungle Den Utilities Association
2003 Holiday Haven Utilities Association
2003 Salt Springs County
2003 Smyrna Villas County
2003 South Forty County
2003 Citrus Park County
2003 Spruce Creek South County
2003 Spruce Creek County
2003 Spruce Creek Country Club Estates County
2003 Longwood Franchise (electric) City
2003 Casselberry Franchise (electric) City
2003 Apopka Franchise (electric) City
2003 Winter Park Acquisition (electric) City
2003 Stonecrest/Steeplechase County
2003 Marion Oaks County
2003 Kingswood Utilities County
2003 Oakwood Utilities County
2003 Sunny Hills Utilities Confidential
2003 Interlachen Lake/Park Manor Confidential
2003 Tomoka/Twin Rivers Confidential
2003 Beacon Hills Buyer
2003 Woodmere Buyer
2003 Bay Lake Estates City
2003 Fountains City
2003 Intercession City City
2003 Lake Ajay Estates City
2003 Pine Ridge Estates City
2003 Tropical Park City
2003 Windsong City
2003 Buenaventura Lakes City
2002 Lelani Heights Utilities County
2002 Fisherman Haven Utilities County
2002 Fox Run Utilities, Inc. County
2002 Ponce Inlet City
2002 Amelia Island Utilities City
2002 Florida Public Utilities City
2002 AquaSource — LSU County
2002 Park Place Utility Company, GA Owner
2002 Kingsway Utility System Owner/County
2002 Pennichuck Water Company, NH City
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Year Project Party Represented
2002 Philo Water System, IL Village
2002 Pasco County — 2 systems County
2002 Marion Consolidation — 10 systems County
2002 Sugarmill UCCNSB
2002 Deltona FCURIA
2002 Palm Coast FCURIA
2002 Bald Head Island Utilities, NC Village
2002 White’s Creek — Lincolnshire, SC Owner
2002 Bluebird Utilities, Tupelo, MS NFP
2001-2 Due Diligence — 260 systems (VA, NC, SC) Buyer
2001 Shady Oaks County
2001 Davie/Sunrise City
2001 Lindale Utilities County
2001 Aquarina Owner
2001 Intercoastal Utilities County
2001 Beverly Beach City
2001 Citrus County Utility Consolidation Plan (numerous) County
2001 Pasco County Utility Acquisition Plan (numerous) County
2001 Skylake Utilities City
2001 Town of Lauderdale-By-The-Sea Town
2001 John Knox Village City
2001 Silver Springs Regional County
2001 DeSoto Countywide FWSC Franchise and Assets County
2001 Zellwood Station Co-Op Co-Op
2001 Palm Cay County
2000 The Great Outdoors Owner
2000 Destin Water Users City
2000 Pine Run County
2000 Oak Run County
2000 Dundee Wastewater (partial) City
2000 Polk City Water City
2000 A.P. Utilities (2 systems) County
2000 CGD Utilities Bank
2000 Boynton Beach (partial) City
2000 Aqua-Lake Gibson Utilities City
2000 Bartelt Enterprises, Ltd. (2 systems) Owner
2000 49 ‘Ner Water System, Tucson, AZ Owner
2000 Stock Island Wastewater and Reuse System Owner
1999 Del Webb (3 systems) County
1999 Destin Water Users Co-Op City
1999 0&S Water Company City
1999 Rolling Springs Water Company County
1999 ORCA Water & Solid Waste Authority
1999 Marianna Shores Water and Wastewater City
1999 Mount Olive Utilities City
1999 AP Utilities (3 systems) County
1999 Tangerine Water Association City
1999 Laniger Enterprises Water & Wastewater Bank
1999 IRI golf Water System, AZ Investor
1999 South Lake Utilities City
1999 St. Lucie West CDD City
1999 Polk City/Lakeland City
1999 Dobo System, Hanover County, NC County
1999 Rampart Utilities County
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Year Project Party Represented
1999 Garlits to Marion County County
1998 Golf and Lake Estates City
1998 Sanibel Bayous/E.P.C. City
1998 Tega Cay Utility Company, SC City
1998 Marlboro Meadows, MD Owner
1998 Sugarmill Water and Wastewater/Volusia County UCCNSB
1998 SunStates Utilities, Inc. Owner
1998 Town of Hope Mills/FPWC, NC Town
1998 River Hills, SC County
1998 Town of Palm Beach Town
1998 K.W. Utilities, Inc. Buyer
1998 Orange Grove Utility Company, MS Owner
1998 Garden Grove Water Company City
1998 Sanlando Utilities, Inc. County
1997 Golden Ocala Water and Wastewater System County
1997 Holiday Heights, Daetwyller Shores, Conway, Westmont County
1997 University Shores County
1997 Sunshine Utilities County
1997 Bradfield Farms Utility, NC Owner
1997 Palmetto Utility Corporation Owner
1997 A.P. Utilities County
1997 Village of Royal Palm Beach Village
1997 Jasmine Lake Ultilities Corporation Lender
1997 Arizona (confidential) Owner
1997 Village Water Ltd., FL Owner
1997 N.C. System — CMUD (3 systems) Owner
1997 Courtyards of Broward City
1997 Miami Springs City
1997 Widefield Homes Water Company, CO Company
1997 Peoples Water System ECUA
1997 Quail Meadows, GA County
1997 Rolling Green, GA County
1996 Keystone Heights City
1996 Buchannan Owner
1996 Keystone Club Estates City
1996 Lakeview Villas City
1996 Geneva Lakes City
1996 Postmaster Village City
1996 Landen Sewer System, CMUD, NC Company
1996 Citizens Utilities, AZ City
1996 Widefield Water and Sanitation, CO District
1996 Consolidation Program Game Plan County
1996 Marion Oaks County
1996 Marco Shores Company
1996 Marco Island Company
1996 Cayuga Water System, GA Authority
1996 Glendale Water System, GA Authority
1996 Lehigh Acres Water and Wastewater, GA Authority
1996 Lindrick Services Company Company
1996 Carolina Blythe Utility, NC City
1996 Ocean Reef R.O. WTPs NKLUA
1995 Sanibel Bayous City
1995 Rotunda West Utilities Investor
1995 Palm Coast Utility Corporation ITT
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Year Project Party Represented
1995 Sunshine State Parkway Company
1995 Orange Grove Utilities, Inc., Gulfport, MS Company
1995 Georgia Utilities, Peachtree, GA City
1995 Beacon Hills Utilities Company
1995 Woodmere Utilities Company
1995 Springhill Utilities Company
1995 Okeechobee Utility Authority OUA
1995 Okeechobee Beach Water Association OUA
1995 City of Okeechobee QOUA
1995 Mad Hatter Utilities, Inc. Company
1994 Eastern Regional Water Treatment Plant Owner
1994 GDU — Port St. Lucie Water and Wastewater City
1994 St. Lucie County Utilities City
1994 Marco Island/Marco Shores Sun Bank
1994 Heater of Seabrook, SC Company
1994 Placid Lake Utilities, Inc. Company
1994 Ocean Reef Club Solid Waste System ORCA
1994 Ocean Reef Club Wastewater System ORCA
1994 South Bay Utilities, Inc. Company
1994 Kensington Park Utilities, Inc. Company
1993 River Park Water System SSU/Allete
1993 Taylor Woodrow, Sarasota County Taylor Woodrow
1993 Atlantic Utilities, Sarasota County Company
1993 Alafaya Ultilities, Inc. Bank
1993 Anden Group Wastewater System, PA Company
1993 West Charlotte Utilities, Inc. District
1993 Rolling Oaks (SW) Owner
1993 Sanlando Utilities, Inc. Investor
1993 Venice Gardens Utilities Company
1992 Myakka Utilities, Inc. City
1992 Kingsley Service Company County
1992 Mid Clay Utilities, Inc. County
1992 Clay Utilities, Inc. County
1992 RUD#1 (4 systems review) Meadowoods/Kensington Park
1992 Uddo Landfill (SW) Owner
1992 Martin Downs Utilities, Inc. County
1992 Fox Run Utility System County
1992 Leilani Heights County
1992 River Park Water and Sewer SSU/Allete
1992 Central Florida Research Park Bank of America
1992 Rolling Oaks Utility Investor
1992 City of Palm Bay Utilities PBUC
1992 North Port — GDU Water and Sewer City
1992 Palm Bay — GDU Water and Sewer City
1992 Sebastian — GDU Water and Sewer City
1991 Sanibel — Sanibel Sewer System, Ltd. City
1991 St. Augustine Shores, St. Johns County SSU/Allete
1991 Remington Forest, St. Johns County SSU/Allete
1991 Palm Valley, St. Johns County SSU/Allete
1991 Valrico Hills, Hillshorough County SSU/Allete
1991 Hershel Heights, Hillsborough County SSU/Allete
1991 Seaboard Utilities, Hillsborough County UFUC
1991 Federal Bankruptcy — Lehigh Acres Topeka/Allete
1991 Meadowoods Utilities, Regional Utility District #1 Investor
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Year Project Party Represented
1991 Kensington Park Utilities, Regional Utility District #1 Investor
1991 Industrial Park, Orange City City
1991 Country Village, Orange City City
1991 John Know Village, Orange City City
1991 Land O’Lakes, Orange City City
1990 Orange-Osceola Utilities, Osceola County County
1990 Morningside East and West, Osceola County County
1990 Magnolia Valley Services, Inc., New Port Richey City
1990 West Lakeland Industrial, City of Lakeland City
1990 Highlands County Landfill Owner
1990 Venice Gardens Utilities, Sarasota County SSU/Allete
1990 South Hutchinson Services, St. Lucie County SHS
1990 Indian River Utilities, Inc. City
1990 Coraci Landfill (SW) Owner
1990 Terra Mar Utility Company City
1989 Seminole Utility Company, Winter Springs Topeka/Allete
1989 North Hutchinson Services, Inc., St. Lucie County NHS
1989 Sugarmill Utility Company UCCNSB
1989 Ocean Reef Club, Inc., ORCA Company
1989 Prima Vista Utility Company, City of Ocoee PVUC
1989 Deltona Utilities, Volusia County SsuU
1989 Poinciana Utilities, Inc., Jack Parker Corporation JPC
1989 Julington Creek Investor
1989 Silver Springs Shores Bank
1988 Eastside Water Company, Hillsborough County County
1988 Twin County Utilities Company
1988 Burnt Store Utilities Company
1988 Deep Creek Utilities Company
1988 North Beach Water Company, Indian River County NBWC
1988 Bent Pine Utility Company, Indian River County BPUC
1988 Country Club Village, SSU CCcv
1987 Sugarmill Utility Company, Florida Land Corporation FLC
1987 North Orlando Water and Sewer Company, Winter Springs NOWSCO
1987 Osceola Services Company, FCS (nfp) OsC
1987 Orange City Water Company, Orange City City
1987 West Volusia Utility Company, Orange City City
1987 Seacoast Utilities, Inc., Florida Land Corporation FLC

And numerous other water and wastewater utility valuations in the 1976-1987 period.

Facility Planning

Mr. Hartman has been involved in over 50 water, wastewater and/or solid waste master plans, and many capital
improvement program, and numerous capital construction fund plans. He represented the American Society of
Civil Engineers in the State Comprehensive Plan as a Policy Advisory Committee Member on the utility element,
and participated in the preparation of Comprehensive Plans, Chapter 9J5, for more than 20 communities. Mr.
Hartman has been involved in business planning and strategic planning for not-for-profit, governmental and
investor-owned utilities.

Analyses and Design

Mr. Hartman has participated in numerous computer-assisted hydraulic analyses of water and wastewater
transmission systems including extended period simulations as well as hydraulic transient analyses. He was
involved in wastewater treatment investigations, sludge pilot testing programs, effluent disposal pilot programs
and investigations, several energy efficiency analyses, several odor control studies, and other process
evaluations for operations. Mr. Hartman participated in value engineering investigations oriented toward obtaining
the most cost-effective alternatives for regional and private programs. Mr. Hartman has been involved in the
design of package WWTPs through AWT facilities and simple well and chlorination systems through reverse
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osmosis facilities. He has been involved in numerous water blending, trihalomethane, synthetic organic
contaminant removal, secondary precipitation, corrosion control, and alum precipitation studies. Mr. Hartman has
performed process evaluations for simple aeration facilities, surface water sedimentation facilities, water softening
facilities, as well as reverse osmosis facilities. He was involved in water conservation program, as well as
distribution system evaluation programs. He participated in both sanitary sludge management and disposal
studies and co-authored the book entitled “Sludge Management and Disposal for the Practicing Engineer.” He
also participated in numerous lime sludge thickening, management, and utilization/disposal investigations. Mr.
Hartman has been involved in wellfield management studies, wellfield protection ordinances, wellfield siting, water
resource evaluations and water resource planning for several entities in sand aquifer, sand and gravel aquifer and
limestone aquifer systems.

Utility Management Consulting

Mr. Hartman has been involved in utility transfers from public, not-for-profit, district, investor-owned, and other
entities to cities, counties, not-for-profit corporations, districts, and private investors. He has been involved in
staffing, budget preparation, asset classification, form and standards preparation, utility policies and procedures
manuals/training, customer development programs, standard customer agreements, capacity sales, and other
programs. Mr. Hartman has been involved in over 100 interlocal agreements with respect to service area,
capacity, service, emergency interconnects, back-up or other interconnects, rates, charges, service conditions,
ownership, bonding and other matters. Additionally, Mr. Hartman has assisted in the formation of newly
certificated utilities, newly created utility departments for cities and counties, new regional water supply
authorities, new district utilities, and other utility formations. Mr. Hartman has assisted in Chapter 180.02 F.S.
utility reserve areas for the Cities of Haines City, Sanibel, Lakeland, St. Cloud, Winter Haven, Bartow, Palm Bay,
Orange City, and many others. He has participated in the certification of many utilities such as ECFS, Malabar
Woods, B&C Water Resources, Inc., Farmton Water Resources, Inc. and may others; and certification disputes
such as Windstream, Intercoastal Dulay Utilities, FWSC/ITT, and others and served as service area certification
staff of the regulatory for St. Johns County; i.e., Intercoastal, etc.; as service area transfer/certification staff of the
regulatory for Flagler County; i.e., Palm Coast to FWSC. He has served as a local county regulatory staff
professional in Collier, Citrus, Hernando, Flagler and St. Johns Counties as well as elsewhere. Mr. Hartman has
also provided the technical assistance to many utility service area agreements such as Winter Haven/Lake
Wales/Haines City, etc. and North Miami Beach — MDWASD and others. For 30 years, Mr. Hartman has been a
professional assisting in the resolution of water and wastewater utility issues.

Utility Finance, Rates, Fees and Charges
Mr. Hartman has been involved in hundreds of capital charge, impact fee, and installation charge studies involving
water, wastewater, stormwater and solid waste service for various Florida entities. He also has participated in
hundreds of user rate adjustment reports. Since 1976, Mr. Hartman assisted in the development of over 50
revenue bond issues, 20 short-term bank loan systems, 2 general obligation bonds, 26 grant/loan programs, 10
capacity sale programs, and 20 privatization programs. He has been involved in over hundreds of utility
acquisition/utility evaluations for acquisition, and is a qualified expert witness with regard to utility rates and
charges, and utility negotiation, arbitration and condemnation cases. A few of his water, wastewater, reuse
and/or solid waste rate and charge projects include:

= Flagler County — Impact Fee Analysis, 2005

= Flagler County — Base Facility Charge Analysis, 2005

= Marion County — Silver Springs Regional — Water and Wastewater Revenue Sufficiency, 2004

= Beverly Beach - Water and Wastewater System, 2004

= Village of Bald Head Island — Water and Wastewater Rate Sufficiency, 2004

= Farmton Water Resources, Inc. — FPSC, 2004

= B&W Water Resources, Inc. — FPSC, 2004

= Marion County — Stonecrest, Marion Oaks, Spruce Creek, Salt Springs, South Forty, Smyral Villas — Rate

Integration/Phasing Program, 2003

=  City of North Miami Beach — Water and Wastewater Adjustment, 2003

= Cit of Fernandina Beach — Water and Wastewater Rate Study, 2002

=  St. Johns County — St. Johns Water Co. Rates, 2003

=  St. Johns County — Intercoastal Rates, 2001

= Nashua, NH — Pennichuck Water Co., 2002

= City of Deltona — Water and Wastewater, 2002

= Town of Lauderdale By-The-Sea, 2001
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= FICURA - Palm Coast Rates,Certification, 2000

= Marion County — Pine Run, Oak Run, A.P. Utilities — Rate Integration, 2000

=  City of North Miami Beach — Revenue Sufficiency Analysis, 2000

= North Key Largo Utility Authority, 2000

= Port St. Lucie — St. Lucie West — CDD, 1999

= Hanover County — Water and Wastewater, 1999

= UCCNSB/Sugarmill, 1999

=  Town of Hope Mills, 1998

=  Town of Palm Beach, 1998

=  City of Winter Haven, 1998

= Palmetto Resources, Inc. — Raw Water, Reuse, Water, and Wastewater, 1997

= City of Miami Springs — Analysis, 1997

= Widefield — Water and Wastewater, 1997

= Bullhead City — Wastewater, 1996

=  Marion County, 1996

= Utilities Commission, City of New Smyrna Beach - Water and wastewater Rate Study, 1995
= Okeechobee Utility Authority - Rate and charge study, 1995

= Southern States - Statewide rate case, 1995

= Englewood - AFPI and capital charges, 1995

= Lee County - Rates and charges, 1995

= Venice - Reuse rate study, 1994

= Utilities Commission, City of New Smyrna Beach - Capital charge study, 1996

= Port St. Lucie - Water, gas and wastewater rates, 1994

= Port St. Lucie - Capital charge study, 1995

= Bullhead City - Assessment study, 1996

= Englewood - Assessment study, 1996

=  Sanibel - Capacity sale study, 1995

= City of New Port Richey - Rate and charge study, 1995

= Acme Improvements District, Wellington, Florida - Water/wastewater studies, 1994
= Charlotte County, Florida - Water/wastewater studies; Rotunda West rate case, 1993
= Clay County, Florida - Water/wastewater studies, 1992

= City of Deerfield Beach, Florida - Water/wastewater studies, 1992

= City of Dunedin, Florida - Water/wastewater studies, 1991

= Englewood Water District, Florida - Water/wastewater studies, 1993

= City of Green Cove Springs, Florida - Water/wastewater studies, 1991

= Hernando County, Florida - Water/wastewater studies, 1992

=  City of Lakeland, Florida - Water studies, 1976-89

= Martin County, Florida - Water/wastewater studies, 1993

= City of Naples, Florida - Water/wastewater and solid waste studies, 1992/94

= City of New Port Richey, Florida - Water/wastewater studies, 1994

= City of North Port, Florida - Water/wastewater studies, 1992

= City of Orange City, Florida - Water/wastewater studies, 1985-94

= City of Palm Bay, Florida - Water/wastewater studies, 1985-94

= City of Panama City Beach, Florida - Water/wastewater studies, 1993

=  City of Sanibel, Florida - Water and reuse studies, 1988-94

=  Southern States Ultilities Inc., Florida - Water/wastewater studies and statewide rate cases, 1991/93
=  City of Tamarac, Florida - Water/wastewater studies, 1993

=  Utilities Commission, City of New Smyrna Beach, Florida - Water/wastewater and reuse studies, 1992/94
= Volusia County, Florida - Solid waste studies, 1989

= City of West Palm Beach, Florida - Water/wastewater and reuse studies, 1993/94
=  City of Sebastian, Florida - Water/wastewater studies, 1993

= City of Tarpon Springs, Florida - Water/wastewater studies, 1994

=  City of Miami Springs, Florida - Water/wastewater and solid waste studies, 1994
= City of Edgewater, Florida - Water/wastewater and solid waste studies, 1987-90
= City of Venice, Florida - Reuse studies, 1994
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= City of Port St. Lucie - Water/wastewater studies, 1994

= QOcean Reef Club, Monroe County, Florida - Wastewater studies, 1994

= Placid Lakes Utilities Inc., Florida - Water/wastewater studies, 1994

= Old Overtown-Liberty Park, Birmingham, Alabama - Wastewater studies, 1994

= Bullhead City, Arizona - Wastewater studies, 1994

= Lehigh Utilities Inc., Lee County, Florida - Florida Public Service Commission rate cases for water,
wastewater and reuse, 1993

= Marco Island and Marco Shores Utilities Inc., Collier County, Florida - Florida Public Service Commission
rate cases for water, wastewater and reuse, 1993

= Venice Gardens Utilities Inc., Sarasota County, Florida - Rate cases for water, wastewater and reuse,
1989/91/93

= Mid-Clay and Clay Utilities Inc., Clay County, Florida - Water/wastewater studies, 1993

Several expert witness assignments including Palm Bay vs. Melbourne; Tequesta vs. Jupiter; Town of Palm
Beach vs. City of West Palm Beach; City of Sunrise vs. Davie; Kissimmee vs. Complete Interiors; and others.

Economic Evaluations/Credit Worthiness Analyses

= Credit Worthiness Analysis for Drinking Water State Revolving Fund (1999) — Florida Department of
Environmental Regulation

= Credit Rating Reviews (1980-2000) — for numerous investor-owned utilities; many city-owned utilities
(Winter Haven, Port St. Lucie, Miramar, Tamarac, Palm Bay, North Port, etc.); many county-owned
utilities; several not-for-profit utilities; and utility authorities (OUA, etc.)

= Financial Feasibility and Engineer's Revenue Bond Reports (1980-2000) — for over $2 billion of water
and/or wastewater bonds for some fifty (50) entities in the Southeast United States including Clay, Lee,
Hernando, Martin, and other counties; Lakeland, West Palm Beach, Miramar, Tamarac, Panama City
Beach, Winter Haven, Naples, North Port, Palm Bay, Port St. Lucie, New Port Richey, Clermont, Orange
City, Deerfield Beach, Sanibel, City of Peachtree City, Widefield, and many other cities; Lee County
Industrial Development Authority, Englewood Water District, and other utilities.

=  Privatization Procurement and Analysis for many water and wastewater systems including Sanibel, Town
of Palm Beach, Temple Terrace, Palm Bay, Widefield, Bullhead City and sever others.

Negotiations/Service Area

Mr. Hartman has participated in over thirty-five (35) service area formations, Chapter 25 F.S. certifications,
Chapter 180.02 reserve areas, authority creations, and interlocal service area agreements including Lakeland,
Haines City, Bartow, Winter Haven, Sanibel, St. Cloud, Palm Bay, SBWA, ECFS, MWUC, Edgewater, Orange
City, UCCNSB, Port St. Lucie, Martin County, OUA, NKLUA, DDUA, and many others

Mr. Hartman has been a primary negotiator for interlocal service agreements regarding capacity, joint-use, bulk
service, retail service, contract operations and many others for entities such as the Town of Palm Beach,
Miramar, Lauderdale-By-The-Sea, North Miami Beach, Collier County, Marion County, St. Johns County, JEA and
many others.

Water Experience

Facility Planning

Mr. Hartman has been involved in over 100 water, wastewater or solid waste master plans, several interlocal
negotiations and agreements, over 100 capital improvement programs, and numerous capital construction fund
plans. He represented the American Society of Civil Engineers in the State Comprehensive Plan as a Policy
Advisory Committee Member on the utility element, and has participated in the preparation of Comprehensive
Plans, Chapter 9J5, for more than 20 communities. Mr. Hartman has been involved in over 20 water resource
(needs and sources) and treatment plans in every water management district of the State of Florida and in other
states.

Analyses

Mr. Hartman has participated in over 100 computer-assisted hydraulic analyses of water and wastewater
transmission systems including extended period simulations as well as hydraulic transient analyses. He has been
involved in numerous water treatment investigations, 2 sludge pilot testing programs, 14 pilot programs and
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investigations, several energy efficiency analyses, several odor control studies, and other process evaluations for
operations. Mr. Hartman has participated in 6 value engineering investigations oriented toward obtaining the
most cost-effective alternatives for regional and private programs. He has been involved in nhumerous water
blending, trihalomethane, synthetic organic contaminant removal, secondary precipitation, corrosion control, and
alum precipitation studies. Mr. Hartman has performed process evaluations for simple aeration facilities, surface
water sedimentation facilities, water softening facilities, as well as reverse osmosis facilities. He has been
involved in water conservation programs, as well as distribution system evaluation programs. He has also
participated in numerous lime sludge thickening, management, and utilization/disposal investigations. Mr.
Hartman has been involved in wellfield management studies, wellfield protection ordinances, wellfield siting, water
resource evaluations, and water resource planning for several entities in sand aquifer, sand and gravel aquifer
and limestone aquifer systems.

Wellfield Siting
Mr. Hartman has been involved in the siting of numerous regional wellfields, system wellfields, individual wells
and expansions of existing systems. He has written papers on the interdisciplinary approach to regional water
supply and wellfield siting criterion, and thoroughly understands the issues of raw water quality versus treatment,
site location factors, CUP permitting factors, as well as source integrity aspects. Wellfields sited by Mr. Hartman
include:

= Cross-Bar Ranch Wellfield (75 MGD), Pasco County, Florida, 1978.

= Brandon Wellfield (10 MGD), Hillsborough County, Florida, 1980.

= Northwest Wellfield (54 MGD), Lakeland, Florida, 1981.

= Northeast Wellfield (32 MGD), Lakeland, Florida 1989.

= Edgewater Wellfield (6 MGD), Edgewater, Florida, 1989.

= State Road 415 Wellfield (4 MGD), New Smyrna Beach, Florida, 1990.

=  North Beach Water Company Wellfield (4 MGD), Wabasso, Florida, 1982.

= Venice Gardens Wellfield, (4 MGD), Venice, Florida, 1990.

= Deseret/Cocoa Wellfield (20 MGD Expansion), Orange County, Florida, 1992.

=  SBWA Bull Creek Wellfield Litigation (20 MGD), 1994.

= Palm Bay Wellfield (11.5 MGD), 1995.

= Port St. Lucie Wellfields (13 MGD), 1996.

= Naples Wellfields (35 MGD), 1997.

=  Town of Palm Beach (proposed 24 MGD), 1998.

=  City of North Miami Beach (proposed expansion — 17 to 45 MGD), 2000.

= DeSoto County Wellfields, 2004.

= Flagler County Wellfields, 2005.

Design
Mr. Hartman has participated in the design of water and wastewater facilities totaling more than $1 billion in value.
He has been involved in the design of 3 elevated storage tanks, 18 ground storage reservoirs, 30 pumping
stations, 20 major water treatment plants, numerous smaller water treatment plants, and pipeline systems varying
in size from 6 to 84 inches in diameter. Some of the most notable projects include:
= City of Tampa - Electrification of the 100 MGD Hillsborough River water treatment plant, 226 MGD
Pumping Station 1980-82.
= City of St. Petersburg - Chemical feed and gravity lime sludge thickener for 81 MGD Cosme-Odessa
water treatment plant, 1990.
= City of Lakeland - Preliminary design and subsequent expansion of 51 MGD T.B. Williams water
treatment plant, 1981.
= City of Dunedin - Decision documentation and project management for 10 MGD reverse
osmosis/membrane softening plant, 1992.
= City of Atlanta — Hemphill 200 MGD plant — 84-, 96-, and 102-inch piping and valves and valve vaults.
= City of Edgewater - Process and technical review of 5.0 MGD softening water treatment plant, 1990.
= City of Edgewater - Design engineering for 2.4 MGD split treatment softening water treatment plant, 1986.
= Southern States Utilities Inc. - Venice Gardens Ultilities 3.35 MGD low-pressure reverse osmosis water
treatment plant, 1990.
= North Beach Water Company - 0.5 MGD low-pressure reverse osmosis water treatment plant, 1988.
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= Southern States Ultilities Inc. - Burnt Store Utilities 0.49 MGD low-pressure reverse osmosis water
treatment plant, 1991.

= City of Lakeland - Upgrades and improvements to the 51 MGD T. B. Williams water treatment plant.

= Expansion of the Cypress Creek Pumping Station to 125 MGD with 84- and 72-inch transmission
improvements.

= Expansion of the Lakeland HSPS to 81 MGD and 54-inch Transmission System.

= Lake Apopka drawdown project with twin 84-inch steel pipelines and 250 MGD Pump Station.

= Numerous fluoridation, defluoridation, iron removal, hydrogen sulfide removal, water stabilization and
conventional chlorination/storage water treatment plants.

Surface Water Experience

= City of Tampa, Florida — Hillsborough River Water Treatment Plant Energy Efficiency Study for the 100
MGD plant and pumping stations. Evaluation of energy uses throughout the entire facility and
recommendations for higher efficiency concerning energy usage.

= City of Tampa, Florida — Hillshorough River Water Treatment Plant 226 MGD high-service pumping
station and 125 low-lift pumping station electrification program. Conversion from steam-driven to electric-
driven pumping units and clearwell modifications at the 100 MGD water treatment plant.

= City of Tampa, Florida — Hillsborough River Water Treatment Plant Process Study — Chemical Efficiency
Evaluation for liquid potable process as well as sludge processes in compliance with the Safe Drinking
Water Act. Process evaluations for the use of chemicals at points of application, alternative chemicals
and usage/dosage rate and method of application. Modifications to operations, modifications to chemical
feed system, modifications and studies relative to sludge processing, evaluation of innovative sludge
techniques, and review of alum recovery techniques.

= City of Atlanta, Georgia, Hemphill 200 MGD Surface Water Treatment Plant — Expert testimony services
concerning yard piping, valving, clear wells and high-service pumping suction. Design review,
construction management review, construction review, evaluation of facilities and flow schemes, and
development of corrective improvement program.

= City of Atlanta, Georgia, Hemphill 200 MGD Surface WTP — Corrective improvement program design
consultant. Design of valve vaults and replacement activities, design of storage/clear well facility
improvements, and related activities.

= City of Atlanta, Georgia, Chattahoochee 55 MGD Surface WTP — solids management/sludge and
washwater recovery improvements. Performed with Western Summit as a design/build activity. Involved
in facility development and review for selective alternative.

= City of Milwaukee, Wisconsin — Howard Avenue 100 MGD water treatment plant cryptosporidium expert
analysis.

= Osceola County - Evaluation of treatability of water resources of Lake Washington and Bull Creek. Study
included capacity, process, and cost analysis. Blending and water stability issues were addressed.

= City of North Port - Evaluation of the Peace River 12 MGD surface water treatment plant which covered
process optimization and treatability. Evaluated the Peace River water quality and studied water blends
between the Peace River and North Port Water Treatment Plant of 4.4 MGD capacity.

= Manatee County — Lake Manatee 54 MGD Surface Water Treatment Plant Studies of maximum
insolubility of alum, lime feed system modifications and improvements, filtration turbidity, operation review
and process analysis.

= Louisville Water Company water treatment plant — TTHM study review; TTHM control strategies, contact
time study and cooperative research.

= ECFS/COPJCLDS - Taylor Creek Reservoir Treatability Study. This source now augments the City of
Cocoa’s Cloud Dyal Water Treatment Plant. Color Filtration and water quality analyses.

= Marco Island Utilities — Collier pits water quality review, color hardness, surface water/stormwater
impacts. Modifications to Marco Island SWTP. Decommissioning filtration and lowering plant firm
capacity from 8 MGD to 5 MGD.

= City of Melbourne, Florida — Lake Washington Surface Water Treatment Plant evaluation, process review,
and water blending analysis.

= City of Melbourne, Florida — Lake Washington Surface WTP treatability and process study for 20 MGD
WTP, detailed evaluation concerning the surface WTP and recommendations for capital improvement
program. Treatability testing, sludge testing, process and potable water testing, raw water quality testing,
and complete detailed alternative analysis at a planning level.
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= City of Melbourne, Florida — Lake Washington WTP Dorr-Oliver surface water treatment unit renovations;
rehabilitation and replacement for continued operation.

= City of Melbourne, Florida — Lake Washington WTP detailed filter analysis and investigations — filter
media, underdrains, and filtering mechanisms review and analysis; testing of filter units, turbidity
effectiveness evaluation, etc.

=  Okeechobee Utility Authority — Lake Okeechobee Surface Water Treatment Plant chemical feed, sludge
wasting and filtration review. Facility evaluation, valuation, CIP and financing.

Mr. Hartman has participated in the design of over 200 potable drinking water wells. These wells have been for
brackish and fresh water; sand and gravel systems; sand lenses; and the Ocala, Avon Park, Hawthorne, and
Lake City formations of the aquifer. He has been involved in the design of odor control systems for water plants,
sludge dewatering facilities, and numerous water treatment plants.

Wellfield Design and Water Use Permitting (WUP)
A partial project listing of Mr. Hartman's wellfield design and WUP assignments include:
= City of Tampa - 104 MGD surface water CUP at Hillsborough River water treatment plant and 30 MGD
average/40 MGD maximum groundwater CUP for Morris Bridge water treatment plant, 1989.
= City of Lakeland - 54 MGD northwest wellfield CUP, NW7, NWIO, NW13, and NW14 wells, 1986.
= City of Lakeland - 16 MGD northeast wellfield wells NW1, NW2, NW3, NW4, and NW5 CUP, 1989.
= City of Daytona Beach - Wellfield expansion, 1989.
= Utilities Commission, City of New Smyrna Beach - 9.3 MGD, numerous wells, and CUP.
= City of Edgewater - 5.0 MGD wellfield expansion, 11 wells and CUP, 1989.
=  City of Titusville - Wellfield management program, restoration, and CUP, 1989/90.
= City of St. Petersburg - Cosme-Odessa and South Pasco regional wellfields, 1986.
= General Development Utilities Inc. - Port St. Lucie wellfield expansion to 5.0 MGD and CUP, 1987.
= North Beach Water Company - Reverse osmosis wellfield, 1985.
=  Southern States Utilities Inc. - Venice Gardens reverse osmosis wellfield, 1989/90.
= City of St. Cloud - Wellfield expansion and CUP, 1988.
= Poinciana Utilities Inc. - Wellfield expansion and CUP, 1987.
=  Southern States Ultilities Inc. - Sugarmill Woods CUP and wellfield expansion from 6.0 to 10.0 MGD, 10
wells, 1989.
=  Southern States Utilities Inc. - Sugarmill Woods CUP and 2 additional wells for 0.5 MGD, 1989.
= City of Palm Bay - Port Malabar Utilities Inc., 3 wells CUP for 1.0 MGD, 1990.

Water Transmission & Distribution

Mr. Hartman has been involved in over 500 miles of water transmission and distribution systems designs from 2"
to 108" in diameter consisting of PVC, AC, DIP, Steel, RFG and IC-CPP materials. Mr. Hartman has designed in-
line booster stations, repump stations, storage and pumping stations, ground storage reservoirs, standpipes,
elevated storage tanks and bladder water storage facilities. The above pumping systems were from 100 gpm to
280 MGD and storage reservoirs from 30,000 gallons to 10 MG in capacity.

Water Blending
A partial project listing of Mr. Hartman's water blending experience includes:
= Northwest Florida Water Management District - Sand and gravel aquifer and surface water blending
analyses, 1985.
=  City of Tampa - Groundwater and surface water blending analyses, 1983.
= City of St. Petersburg/Pinellas County - Organic quality of blending surface water and groundwater, 1984.
= City of Dunedin - Blending and corrosivity of softened and membrane water in the transmission system,
1989.
= City of Edgewater - Floridan aquifer and ultra-low pressure reverse osmosis water stability and Safe
Drinking Water Act compliance, 1986.
= City of Lakeland - Floridan aquifer softened water blending, 1985.
=  General Development Utilities Inc. - Split-treatment softening blending analyses, 1988.
= Florida Cities Water Company - Floridan aquifer softened water shallow well water quality analysis,
Waterway Estates, 1989.
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= Southern States Utilities Inc. - Venice Gardens low-pressure reverse osmosis and lime softened water
blending program, 1989.

=  Southern States Utilities Inc. - Sugarmill Woods low-pressure reverse osmosis shallow well water quality
blending expansion, 1985.

= As well as many other water chemistry/blending projects.

Reverse Osmosis
Mr. Hartman's reverse osmosis experience includes:
= Southern States Utilities Inc. - Venice Gardens water treatment plant (3.35 MGD) reverse osmosis water
treatment plant, phases 2 and 3, 1988/89.
= North Beach Water Company - Reverse osmosis water treatment plant (1.0 MGD sized for 2.5 MGD)
Phases 1, 2, and 3, 1982/84/85.
= City of Dunedin - Ultra-low pressure reverse osmosis water treatment plant (10 MGD) 1989/90.
=  Southern States Utilities Inc. - Burnt Store Utilities reverse osmosis water treatment plant (0.48 MGD -
0.24 MGD expansion) 1989/90.
= Florida Cities Water Company - Waterway Estates water treatment plant (2.0 MGD) with reverse osmosis
(1.0 MGD) and softened (1.0 MGD) 1989/90.
= Bay Tree reverse osmosis water treatment plant (0. 123 MGD) North Vero Beach, 1986.
= City of North Miami Beach — 6 MGD RO, 8 MGD Nanofiltration Expandable by 16 MGD to equal 30 MGD,
2001-2004.
= City of Melbourne —5 MGD RO WTP analysis, 1998.
=  City of Sunrise — 9 MGD RO WTP analysis, 2001.

Safe Drinking Water Act

Mr. Hartman has participated in Safe Drinking Water Act compliance projects effecting over two million people
within the State of Florida, serving the cities of Dunedin, Tampa, Lakeland, St. Petersburg, North Port, and Palm
Bay; the counties of Martin and Clay; several of the Southern States Utilities Inc. systems, and many other
communities.

Expert Testimony

Mr. Hartman has been accepted in various Circuit Courts, Florida Division of Administrative Hearings, Florida
Public Service Commission, arbitration, and quasi-judicial hearings conducted by cities and counties, as a
technical expert witness in the areas of water supply, facility planning, water resources, water treatment, water
quality engineering, water system design and construction, and utility systems valuation. Recently, Mr. Hartman
has been an expert withess on utility condemnation, utility arbitration, water rates and use permitting DOAH case,
utility rate setting DOAH case, service area and utility service civil case, City of Atlanta Water Treatment Plant
Construction, City of Milwaukee Cryptosporidium, Jupiter vs. Tequesta Water Contract Services and several
others.

Wastewater Experience

Design

Mr. Hartman has participated in the design of wastewater facilities throughout Florida totaling more than $500
million in value. He has been involved in the design of odor control systems for wastewater plants; sludge
dewatering, PSRP and PFRP facilities; and numerous wastewater treatment plants varying from extended
aeration through advanced biological nutrient removal pumping/lift stations for collection/transmission systems.
He served as the engineer in charge of numerous wastewater reuse systems; more than 30 golf course reuse
systems; numerous percolation pond system/rapid infiltration basin systems; spray irrigation systems; wetlands
application systems; surface discharge systems; agricultural reuse systems; forest irrigation systems; as well as
power plant reuse systems.

A few projects include:
=  Marion County — Oak Run 1.6 MGD WWTP — 2006
=  Marion County — Stonecrest 1.0 MGD WWTP - 2006
= Flagler County — Beverly Beach water and wastewater system including a 125,000 gpd/250,000 gpd
AST/AWT Membrane Bio-reactor WWTP — 2005
= Fernandina Beach WWTP Upgrades — Filters, etc. — 2003
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= AUS, Inc./Poinciana — 0.5 to 1.0 WWTP expansion WWTP #2 — 2000

= Utilities Commission, New Smyrna Beach — 6.0 MGD AWT WWTP and appurtenant consulting activities,
2000.

=  Avatar/Poinciana — 0.5 MGD WWTP and spray irrigation — WWTP #2 — 1998

=  City of Inverness — WWTP sludge stabilization improvements — 1997

= Flagler Beach — 1.0 MGD WWTP irrigation system upgrades and design — 1996

= Monroe County — Stock Island 0.125 MGD AST WWTP corrections — 1995

=  ORCA/NKLUA Key Largo 0.5 MGD WWTP — 1995

= City of Cape Canaveral - 1.8 MGD upgrade to advanced wastewater treatment levels with effluent
disposal to a manmade wetland system and subsequently to the Banana River, 1994

= Vestavia, Alabama — Old Overton 0.5 MGD AST WWTP — 1994

= Town of Lexington, S.C. — 1.5 MGD CMAS WWTP with discharge 14 mile creek — 1994

= City of Palm Bay — 0.5 MGD WWTP — CMAS AST — 1993

= City of Sanibel - 1.6 MGD advanced wastewater treatment facility with effluent disposal to two non-
restricted public access sites, 1993

=  Southern States Utilities Inc. - Venice Gardens Utility 2.5 MGD, Class | wastewater treatment facility with
effluent disposal to non-restricted public access sites, rapid rate infiltration basins and sprayfield, 1992

= Glenmuir Subdivision, Orange County - 25,000 gpd wastewater treatment plant, 1992

= Hillsborough County - Northwest regional sludge management facility (25 dry tons per day), consisting of
sludge storage, thickening, dewatering, in-vessel composting, and odor control, 1990

= Southern States Utilities Inc. - Marco Island Utility wastewater treatment plant expansion from 2.5 to 3.5
MGD, AST, 1990

He has been involved in service area delineations, major customer agreements, wholesale sewer agreements,
regionalization projects and many privatization assignments.

Analyses

Mr. Hartman has participated in over 50 computer-assisted hydraulic analyses of wastewater transmission
systems. He was involved in 40 wastewater treatment investigations, 12 sludge pilot testing programs, 14 effluent
disposal pilot programs and investigations, several energy efficiency analyses, several odor control studies, and
other process evaluations for operations. Mr. Hartman participated in 6 value engineering investigations. Many
regionalization projects and privatization procurement projects oriented toward obtaining the most cost-effective
alternatives for regional and private programs. He participated in both sanitary sludge management and disposal
studies and co-authored the book entitled "Sludge Management and Disposal for the Practicing Engineer." He
also participated in numerous lime sludge thickening, management, and utilization/disposal investigations. He
has been involved in biosolids management and effluent utilization projects. He has permitted regional sludge
stabilization and land application projects. Mr. Hartman has served as an expert regarding several sludge
systems including ATAD, Micronair and N-Viro as well as others.

Machinery and Technical Specialties, ASA
Public Utilities Appraisal Specialty Certified, ASA
Tangible Personal Property — VAB, Magistrate — Orange County, FL

Publications

Mr. Hartman has presented several training sessions and seminars for the American Water Works Association,
the American Society of Civil Engineers, the Water Environment Federation, and the Water and Pollution Control
Operators Association. He has presented and/or published numerous papers on water, wastewater and utility
management topics. His two books and papers written since 1994 are shown below.

Books

Hartman, G.C., Utility Management and Finance, (presently under contractual preparation with Lewis Publishing
Company/CRC Press).

Vesilind, P.A., Hartman, G.C., Skene, E.T., Sludge Management and Disposal for the Practicing Engineer; Lewis
Publishers, Inc.; Chelsea, Michigan; 1986, 1988, 1991.

Papers/Presentations (Since 1994)
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Hartman, G.C. and Wanielista, M. P. “Stormwater Reuse: The Utility Business Practice.” 9th Biennial Conference
on Stormwater Research & Watershed Management. May 2, 2007.

Hartman, G.C. and R.J. Ori, “Water and Wastewater Utility Acquisition,” AWWA National Management Specialty
Conference, 1994.

Hartman, G.C. and R.C. Copeland, “Utility Acquisitions — Practices, Pitfalls and Management,” AWWA Annual
Conference, 1995.

Hartman, G.C., “Safe Drinking Water Act,” and “Stormwater Utilities,” FLC Annual Meeting, 1995.

Hartman, G.C., M.A. Rynning, and R.A. Terrero, “5-Year Reserve Capacity — Can Customers Afford the Cost?”
FSASCE Annual Meeting, 1996.

Hartman, G.C., T.A. Cloud, and M.B. Alvarez, “Innovations in Water and Wastewater Technology,” Florida
Quality Cities, August 1996.

Hartman, G.C., Seth Lehman, “Financing Utility Acquisitions,” AWWA/WEF Joint Management Conference,
February 1997.

Hartman, G.C., B.V. Breedlove, “Water: Where It Comes From and Where It Goes,” FRT & G/FDEP
Conference, September 1997.

Hartman, G.C., W.D. Wagner, T.A. Cloud, and R.C. Copeland, “Outsourcing Programs in Seminole County,”
AWWA/WEF/FPCOA Conference, November 1997.

Hartman, G.C., M.B. Alvarez, J.R. Voorhees, and G.L. Basham, “Using Color as an Indicator to Comply with the
Proposed D/DBP Rule,” AWWA, Water Quality Technology Conference, November 1997.

Hartman, G.C., “In-House, Outsourcing and the Not-for-Profit Utilities Option,” Florida Government Finance
Officers Association (FGFOA) Conference, March 27, 1998.

Hartman, G.C. and D.P. Dufresne, “Understanding Groundwater Mounds — A Key to Successful Design,
Operation and Maintenance of Rapid Infiltration Basins,” April 4-7, 1998, FWWA/WET/FPCOA Joint
Meeting.

Hartman, G.C. and Seth Lehman, “Financing Water Utilities — Acquisition and Privatization Projects,” AWWA
Annual Conference, June 24, 1998.

Hartman, G.C. contributing author, Chapter 14B, Nichols on Eminent Domain, RCNLD Valuation of Public
Utilities, March 1999 Edition, Release No. 48.

Hartman, G.C., M.A. Rynning, and V. Hargray, “Assessment of Commercial Customer Water Impacts,” AWWA
2000.

Hartman, G.C., M. Sloan, N.J. Gassman, and D.M. Lee, “Developing a Framework to Balance Needs for
Consumptive Use and Natural Systems with Water Resources Availability,” WEF Watershed 2002
Specialty Conference, February 23-27, 2002.

Hartman, G.C., “Utility Valuation,” Wake Forest University Law School Seminar Series, February 7, 2003.

Hartman, G.C., H.E. Schmidt, Jr. and M.S. Davis, “Biosolids Application in Rural DeSoto County, Florida,”
WEF/AWWA/CWEA Joint Residuals and Biosolids Management Conference, February 19-22, 2003.

Hartman, G.C. and Dr. M. Wanielista, “Irrigation Quality Water — Examples and Design Considerations,” ASCE
Conference, April 4, 2003.

Hartman, G.C., M.A. Rynning and V. Hargray, “Assessing the Water Demands of Commercial Customer,” WEF
Volume 6, No. 4, July/August 2003 — Utility Executive.

Hartman, G.C., D. Cooper, N. Eckloff and R. Anderson, “Water,” The Bond Buyer’s Sixth Southeast Public
Finance Conference, February 23, 2004.

Wanielista, Marty and G.C. Hartman, “Regional Stormwater Facilities”, Stormwater Management for Highways
Transportation Research Board TRB AFB60, July 12, 2005.
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Rate Case Testimony / Depositions

1992 — 2009
HCD File # Case Name/ Attorney of Record On behalf
Docket Circuit of:
Number/
Case Number
YEAR 2007
1. | GAl # FPSC - B&C Water Resources Baker & D. Bruce May, Esquire Plaintiff
A040005.03 Union Sewer/Reuse/AWS Holland & Knight, LLP
315 South Calhoun Street, Suite
PSC Docket No. 600
041040-WU Tallahassee, FL 32301
2. | GAl # FPSC - D&E Water Resources Water, D. Bruce May, Esquire Plaintiff
A040005.01 Wastewater, Reuse, AWS Holland & Knight, LLP
315 South Calhoun Street, Suite
PSC Docket No. 600
060694-WS Tallahassee, FL 32301
3. | GAl # Woodstock Utilities Certification — Baker | Kenneth A. Hoffman, Esquire Plaintiff
A070141.00 County Water, Wastewater, Reuse, Rutledge, Ecenia, Purnell &
AWS Hoffman, P.A.
215 South Monroe Street, Suite
420
Tallahassee, FL 32301
4. | GAl # Bald Head Island Golf & Country Club vs | Christopher T. Graebe, Esquire Defendant
A040022.00 Village of Bald Head Island Womble Carlyle Sandridge &
Rice, PLLC
Docket No. WS- P.O. Box 831
798, Sub 10 North Carolina Utilities Commission Raleigh, NC 27602
YEAR 2006
5. | HCD FPSC vs Water Management Services, Rose, Sundstrom & Bentley, LLP | Plaintiff
#A050030.03 Inc. 2548 Blairstone Pines Drive
Tallahassee, Florida 32301
Rate Case
YEAR 2005
6. | HCD Bald Head Island Utilities, Inc. and Marcus Trathen, Esquire Petitioner
#04.022.000 Village of Bald Head Island Certificate of | Brooks, Pierce, McLendon,
Transfer Humphrey & Leonard, P.A.
150 Fayetteville Street
Wachovia Capital Center
Docket No. W- State of North Carolina Utilities Suite 1600
798, Sub 10 Commission Raleigh, NC 27601
YEAR 2004
7. | HAI#01.0036.003 | Farmton Water Resources, LLC Appeal F. Marshall Deterding, Esqg. Petitioner
(Direct, Rebuttal to the FLORIDA PUBLIC SERVICE Rose, Sundstrom & Bentley, LLP
and Deposition) COMMISSION 2548 Blairstone Pines Drive
Tallahassee, Florida 32301
PSC Doc. No.
021256-WU
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HCD File # Case Name/ Attorney of Record On behalf
Docket Circuit of:
Number/
Case Number
YEAR 2003
8. | HAI#03.0187.002 | Indiana Water Services Appeal to the William E. Sundstrom, Esq. Petitioner
(Testimony) INDIANA UTILITY REGULATORY Rose, Sundstrom & Bentley, LLP
COMMISSION 2548 Blairstone Pines Drive
Case No. Tallahassee, Florida 32301
30067.51
Clayton Miller, Esq.
Baker & Daniels, PA
300 N. Meridian St., #2700
Indianapolis, IN 46204
YEAR 1998
9. | Docket # FLORIDA WATER SERVICES CORP Diane K. Kiesling, Esq. FCURIA
Palm Coast Certification Route 4, Box 40180 Staff
Monticello, FL 32344 Flagler
County
YEAR 1997
10. | HAI #96.458.01 FPSC & FWWA Vs. OFFICE OF PUBLIC Wayne Scheifelbein, Esg. Plaintiff
(Testimony & COUNSEL AND INTERVENORS, et al Gatlin, Scheifelbein & Cowdry,
Depo) P.A.
“FPSC Margin of Reserve case” 3301 Thomasville Rd., Suite 300
DOAH Case Tallahassee, FL 32312
Case Nos. Division of Administrative Hearings 850-681-9027
96-3809RP Tallahassee 1% District
97-3480RP
11.| HAI #97.041.00 PWC Vs. HEATER UTILITIES William Grantmyre, Esq. Defendant
(Testimony & Heater Utilities, Inc.
Depo) LaGrange Utility Acquisition P.O. Box 4889
Case No. W-200 North Carolina PSC Cary, NC 27519
Sub 35 919-467-8712
YEAR 1996
12.| HAI #95-144.00 SSU RATE CASE - Tallahassee Kenneth A. Hoffman, Esquire Petitioner
Rutledge, Ecenia, Purnell &
Docket No. FPSC, Tallahassee, Florida Hoffman, P.A.
950495-WS 215 E. Monroe Street, Suite 420
Tallahassee, FL 32301
850-681-6788
YEAR 1994
13. | HAI #93.142.00 NORTH PORT Vs. CHARLOTTE COUNTY | Thomas A. Cloud, Esquire Plaintiff
GrayHarris, P.A.
Case No. To be Rate Case 301 East Pine Street, Suite 1400
provided Orlando, FL 32801
407-843-8880
YEAR 1993
14.| HAI #91-226.00 | SOUTHERN STATES UTILITIES, INC. Kenneth A. Hoffman, Esg. Petitioner
(MARCO ISLAND SYSTEM) Messer, Vickers, Caparello, et.
Docket No. al., P.A.
920655-WS FPSC Tallahassee, Florida P.O. Box 1876
Tallahassee, Florida 32302-1876
850-222-0720
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HCD File # Case Name/ Attorney of Record On behalf
Docket Circuit of:
Number/
Case Number
15. | HAI #92.242.00 SOUTHERN STATES UTILITIES, INC. Brian Armstrong, Esquire Defendant
(VENICE GARDENS UTILITIES) Vs. Nabors, Giblin & Nickerson, P.A.
Docket No. To be | SARASOTA COUNTY 1500 Mahan Drive
provided Rate Case Tallahassee, FL 32308
Sarasota County Regulatory 850-224-4070
YEAR 1992
16. | HAI #92- GDU Rate Case @ FPSC Intervenor — Thomas A. Cloud, Esq. Intervenor
143.00NP Palm Bay N.P. Cities Gray, Harris & Robinson, P.A.
#92-401.00PB 301 East Pine Street
FPSC, Tallahassee, Florida Suite 1400
Docket No. Orlando, Florida 32801
911030WS 407-843-8880
Docket No.
911067WS
17.| HAI #91-225.00 LEHIGH ACRES RATE CASE Brian Armstrong, Esquire Petitioner
SSU - FPSC Nabors, Giblin & Nickerson, P.A.
Docket No. 1500 Mahan Drive
911188WS FPSC, Tallahassee, Florida Tallahassee, FL 32308
850-224-4070
18. | HAI #91-230.00 GIGA RATE CASE Wayne Scheifelbein, Esquire Petitioner
SSU — STATEWIDE @FPSC Gatlin, Scheifelbein & Cowdry,
Docket No. 92- PA
0199wWS FPSC, Tallahassee, Florida 3301 Thomasville Rd., Suite 300
Tallahassee, FL 32312
850-877-5609
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Schedule 1
Income Statement - Water
Test Year Ended December 31, 2008

EXHIBIT GCH-2 1 of 11

Operating Revenues
Service Revenues
Miscellaneous Revenues
Uncollectible Accounts

Total Operating Revenues

Operating Expenses
Salaries and Wages - Maintenance
Salaries and Wages - General
Purchased Power
Purchased Water/Sewer
Maintenance and Repair
Maintenance Testing
Chemicals
Transportation
Operating Expenses Charged to Plant
Outside Services - Other
Office Supplies & Other Office Expenses
Regulatory Commission Expenses
Pension and Other Benefits
Insurance
Office Utilities
Miscellaneous

Subtotal

Depreciation
Taxes Other than Income
Deferred Income Tax - Fed
Deferred Income Tax - State
Income Taxes - Federal
Income Taxes - State
Amortization of CIAC
Subtotal
Total Operating Expenses

Net Operating Income

Interest During Construction
Interest on Debt

Net Income

Proforma Proforma Proposed Proforma City of Tega Cay Proposed Adjustments
Per Books Adjustments Present Increase Proposed Excess Wtr Loss  Inflation Adj. Other As Adjusted
3.40% 2.57%

$ 366,602 $ (3938) $ 362664 $ 79390 $ 442,054 $ - $ - $ (12,494) $ 429,560
8,057 - 8,057 - 8,057 - - - 8,057
(2,588) (5,243) (7,831) (1,714) (9,545) - - - (9,545)
$ 372,071 $ (9,181) $ 362,890 $ 77,676 $ 440,566 $ - $ - $ (12,494) $ 428,072
$ 98,295 $ (20,494) $ 77,801 % - $ 77,801 $ (2,645) % - $ - $ 75,156
52,854 (11,775) 41,079 - 41,079 - - - 41,079
6,595 375 6,970 - 6,970 (231) (179) - 6,560
(84,298) 80,152 (4,146) - (4,146) - - - (4,146)
43,734 (6,771) 36,963 - 36,963 (1,225) (948) - 34,790
22,413 (4,112) 18,301 - 18,301 (622) - - 17,679
11,735 668 12,403 - 12,403 (411) (318) - 11,674
19,085 (2,082) 17,003 - 17,003 - (436) - 16,567
(26,498) (3,522) (30,020) - (30,020) - - - (30,020)
13,132 - 13,132 - 13,132 (446) - - 12,686
20,291 1,155 21,446 - 21,446 - (550) - 20,896
27,478 15,502 42,980 - 42,980 - - - 42,980
31,570 2,418 33,988 - 33,988 - - - 33,988
13,931 - 13,931 - 13,931 - - - 13,931
12,422 707 13,129 - 13,129 - (337) - 12,792
9,160 - 9,160 - 9,160 (311) - - 8,849
$ 271,899 $ 52,221 $ 324120 $ - $ 324,120 $ (5.891) $ (2,768) $ - $ 315,461
81,853 (22,241) 59,612 - 59,612 - - - 59,612
42,653 9,609 52,262 893 53,155 - - - 53,155
(6,569) - (6,569) - (6,569) - - - (6,569)
(1,017) - (1,017) - (1,017) - - - (1,017)
2,746 (20,401) (17,655) 24,801 7,146 - - (1,238) 5,908
(1,945) (788) (2,733) 3,839 1,106 - - (191) 915
(42,933) 10,646 (32,287) - (32,287) - - - (32,287)
$ 74,788 $ (23,175) $ 51,613 $ 29,533 $ 81,146 $ - $ - $ (1,430) $ 79,716
$ 346,687 $ 29,046 $ 375733 $ 29533 $ 405,266 $ (5.891) $ (2,768) $ (1,430) $ 395,177
$ 25384 $ (38,227) $ (12,843) $ 48,143 $ 35,300 $ 5,891 $ 2,768 $ (11,064) $ 32,895

$ (5,079) $ 5079 $ - $ - $ - $ - $ - $ -
28,852 (15,011) 13,841 - 13,841 - - 13,841
$ 1,611 $ (28,295) $ (26,684) $ 48,143 $ 21,459 $ 5,891 $ 2,768 $ (11,064) $ 19,054



Schedule 2

Income Statement - Sewer

Test Year Ended December 31, 2008

EXHIBIT GCH-2 2 of 11

Operating Revenues
Service Revenues
Miscellaneous Revenues
Uncollectible Accounts

Total Operating Revenues

Operating Expenses
Salaries and Wages - Maintenance
Salaries and Wages - General
Purchased Power
Purchased Water/Sewer
Maintenance and Repair
Maintenance Testing
Chemicals
Transportation
Operating Expenses Charged to Plant
Outside Services - Other
Office Supplies & Other Office Expenses
Regulatory Commission Expenses
Pension and Other Benefits
Insurance
Office Utilities
Miscellaneous

Subtotal

Depreciation
Taxes Other than Income
Deferred Income Tax - Fed
Deferred Income Tax - State
Income Taxes - Federal
Income Taxes - State
Amortization of CIAC
Subtotal
Total Operating Expenses

Net Operating Income

Interest During Construction
Interest on Debt

Net Income

Proforma Proforma Proposed Proforma City of Tega Cay Proposed Adjustments
Per Books Adjustments Present Increase Proposed 1&1 Adjust Inflation Adj. Other As Adjusted
23.00% 2.57%

$ 736,879 % 2984 $ 739,863 $ 159,612 $ 899,475 $ - $ - $ (114,778) $ 784,697
16,195 - 16,195 - 16,195 - - - 16,195
(5,202) (2,524) (7,726) (1,667) (9,393) - - - (9,393)
$ 747872  $ 460 $ 748332 $ 157,945 $ 906,277 $ - $ - $ (114,778) $ 791,499
$ 96,980 $ (20,220) $ 76,760 $ - $ 76,760 $ (17,655) % - $ - $ 59,105
52,146 (11,618) 40,528 - 40,528 - - - 40,528
48,284 2,747 51,031 - 51,031 (11,436) (1,309) - 38,286
186,331 1,466 187,797 - 187,797 (42,085) (4,818) - 140,894
14,967 (4,057) 10,910 - 10,910 (2,509) - - 8,401
11,578 659 12,237 - 12,237 (2,742) (314) - 9,181
18,830 (2,054) 16,776 - 16,776 - (430) - 16,346
(26,144) (3,475) (29,619) - (29,619) - - - (29,619)
12,957 - 12,957 - 12,957 (2,980) - - 9,977
20,020 1,139 21,159 - 21,159 - (543) - 20,616
27,110 15,294 42,404 - 42,404 - - - 42,404
31,148 2,386 33,534 - 33,534 - - - 33,534
13,744 - 13,744 - 13,744 - - - 13,744
12,256 697 12,953 - 12,953 - (332) - 12,621
9,038 - 9,038 - 9,038 (2,079) - - 6,959
$ 529,245 ¢ (17,036) $ 512,209 $ - $ 512,209 $ (81,486) % (7,746) $ - $ 422,977
210,009 (68,540) 141,469 - 141,469 - - - 141,469
48,048 9,480 57,528 1,796 59,324 - - - 59,324
(13,204) - (13,204) - (13,204) - - - (13,204)
(2,043) - (2,043) - (2,043) - - - (2,043)
5,520 8,797 14,317 50,436 64,753 - - (8,252) 56,501
(3,910) 6,126 2,216 7,807 10,023 - - (1,277) 8,746
(130,417) 32,474 (97,943) - (97,943) - - - (97,943)
$ 114,003 $ (11,663) $ 102,340 $ 60,039 $ 162,379 $ - $ - $ (9.528) $ 152,851
$ 643,248 $ (28699) $ 614549 $ 60039 $ 674,588 $ (81,486) % (7,746) $ (9.528) $ 575,828
$ 104,624  $ 29,159 $ 133,783 $ 97,906 $ 231,689 $ 81,486 $ 7,746 $ (105,250) $ 215,671

$ (19,815) $ 19,815 $ - $ - $ - $ - $ - $ -
113,906 (23,161) 90,745 - 90,745 - - 90,745
$ 10,533 % 32,505 $ 43,038 $ 97,906 $ 140,944 $ 81,486 $ 7,746 $ (105,250) $ 124,926
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Operating Revenues
Service Revenues
Miscellaneous Revenues
Uncollectible Accounts

Total Operating Revenues

Operating Expenses
Salaries and Wages - Maintenance
Salaries and Wages - General
Purchased Power
Purchased Water/Sewer
Maintenance and Repair
Maintenance Testing
Chemicals
Transportation
Operating Expenses Charged to Plant
Outside Services - Other
Office Supplies & Other Office Expenses
Regulatory Commission Expenses
Pension and Other Benefits
Insurance
Office Utilities
Miscellaneous

Subtotal

Depreciation
Taxes Other than Income
Deferred Income Tax - Fed
Deferred Income Tax - State
Income Taxes - Federal
Income Taxes - State
Amortization of CIAC
Subtotal
Total Operating Expenses

Net Operating Income

Interest During Construction
Interest on Debt

Net Income

Schedule 3
Income Statement - Combined
As Presented by TCWS Proposed Effect of

Water Sewer Combined Changes Proposed Changes
$442,054 $ 899,475 $1,341,529 $(127,272) $ 1,214,257
8,057 16,195 24,252 - 24,252
(9,545) (9,393) (18,938) - (18,938)
$440566 $ 906,277 $1,346,843 $(127,272) $ 1,219,571
$ 77801 $ 76,760 $ 154,561 $ (20,300) $ 134,261
41,079 40,528 81,607 - 81,607
6,970 51,031 58,001 (13,155) 44,846
(4,146) - (4,146) - (4,146)
36,963 187,797 224,760 (49,076) 175,684
18,301 10,910 29,211 (3,131) 26,080
12,403 12,237 24,640 (3,785) 20,855
17,003 16,776 33,779 (866) 32,913
(30,020) (29,619) (59,639) - (59,639)
13,132 12,957 26,089 (3,426) 22,663
21,446 21,159 42,605 (1,093) 41,512
42,980 42,404 85,384 - 85,384
33,988 33,534 67,522 - 67,522
13,931 13,744 27,675 - 27,675
13,129 12,953 26,082 (669) 25,413
9,160 9,038 18,198 (2,390) 15,808
$324,120 $ 512,209 $ 836329 $ (97,891) $ 738,438
59,612 141,469 201,081 - 201,081
53,155 59,324 112,479 - 112,479
(6,569) (13,204) (29,773) - (19,773)
(1,017) (2,043) (3,060) - (3,060)
7,146 64,753 71,899 (9,490) 62,409
1,106 10,023 11,129 (1,468) 9,661
(32,287) (97,943) (130,230) - (130,230)
$ 81,146 $ 162,379 $ 243525 $ (10,958) $ 232,567
$405266 $ 674588 $1,079,854 $(108,849) $ 971,005
$ 35300 $ 231,689 $ 266,989 $ (18,423) $ 248,566

$ - $ - $ - $ - $ -
13,841 90,745 104,586 - 104,586
$ 21459 $ 140944 $ 162,403 $ (18,423) $ 143,980



Assets

Utility Plant
Utility Plant in Service
Accumulated Depreciation

Subtotal

Plant Acquisition Adjustment
Construction Work in Progress

Net Utility Plant

Current and Accrued Assets
Cash
Accounts Receivable (Net)
Other
Subtotal

Deferred Charges
Total Assets

Liabilities
Equity Capital
Common Stock & Pd in Capital
Retained Earnings
Net Equity Capital

Current and Accrued Liabilities
Accounts Payable
Accts Payable to Assoc. Co.
Customer Deposits
Accrued Taxes
Accrued Interest
Subtotal

Deferred Revenues

Advances for Construction
Contrib. in Aid of Construc. (CIAC)
Deferred Income Taxes

Schedule 4
Balance Sheet
2008

Water Wastewater Combined

$ 2,653,429 $ 9,819,202 $12,472,631
(740,755) (2,861,197) (3,601,952)
$1,912,674 $ 6,958,005 $ 8,870,679
1,522 364,680 366,202
$1,914,196 $ 7,322,685 $ 9,236,881
$ (78) $ (78)
(739,886) (739,886)
162,691 162,691
$ (577,273) $ (577,273)
$ (183,509) $ (183,509)
$1,153,414 $ 8,476,099
$ 2,694,890 $ 2,694,890
(975,751) (975,751)
$1,719,139 $ - $ 1,719,139
$ 72,266 $ 72,266
(310,782) (310,782)
22,445 22,445
1,289 1,289
28,782 28,782
$ (186,000) $ - $ (186,000)

$ - $ -

1,576,239 4,749,881 6,326,120
616,840 616,840

$ 3,726,218 $ 4,749,881 $ 8,476,099

Total Liabilities

EXHIBIT GCH-2 4 of 11
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Rate Base
Net Operating Income

Gross Plant in Service
Accumulated Depreciation
Net Plant in Service

Cash Working Capital

Contrib. in Aid of Construc. (CIAC)
Advances for Construction
Deferred Income Taxes

Customer Deposits

Total Rate Base

Return on Rate Base

Schedule 5
Rate Base and Rate of Return - Water
As Presented in Filing City of Tega
Proforma As Proposed Effect of Cay Proposed Effect of

Per Books  Adjustments Adjusted Increase Proposed Increase Adjustments Proposed Change
$ 25384 $ (38,227) $ (12,843) $ 48,143 $ 35300 $ (2,405) $ 32,895
$2,653,429 $ 340,735 $2,994,164 $ - $ 2,994,164 % - $ 2,994,164
(740,755) 44,427 (696,328) - (696,328) - (696,328)
$1912674 $ 385162 $2,297836 $ - $ 2,297,836 % - $ 2,297,836
$ 39319 % 7729 $ 47,048 % - $ 47,048 $ - $ 47,048
(1,576,239) (10,646) (1,586,885) - (1,586,885) - (1,586,885)
(338,729) - (338,729) - (338,729) - (338,729)
(25,786) - (25,786) - (25,786) - (25,786)

$ 11239 $ 382,245 $ 393484 $ - $ 393,484 % - $ 393,484
225.86% -3.26% 8.97% 8.36%
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Rate Base
Net Operating Income

Gross Plant in Service
Accumulated Depreciation
Net Plant in Service

Cash Working Capital

Contrib. in Aid of Construc. (CIAC)
Advances for Construction
Deferred Income Taxes

Customer Deposits

Total Rate Base

Return on Rate Base

Schedule 6
Rate Base and Rate of Return - Sewer
As Presented in Filing City of Tega
Proforma As Proposed Effect of Cay Proposed Effect of

Per Books  Adjustments Adjusted Increase Proposed Increase Adjustments Proposed Change
$ 104624 $ 29,159 $ 133,783 $ 97,906 $ 231,689 $ (16,018) $ 215,671
$9,819,202 $ 298,470 $10,117,672 % - $ 10,117,672  $ - $ 10,117,672
(2,861,197) 338,008 (2,523,189) - (2,523,189) - (2,523,189)
$6,958,005 $ 636,478 $ 7,594,483 % - $ 7,594,483  $ - $ 7,594,483
$ 72,161 $ 944) $ 71,217 $ - $ 71,217 $ - $ 71,217
(4,749,881) (32,474) (4,782,355) - (4,782,355) - (4,782,355)
(278,111) - (278,111) - (278,111) - (278,111)
(25,441) - (25,441) - (25,441) - (25,441)
$1,976,733 $ 603,060 $ 2,579,793 % - $ 2,579,793 $ - $ 2,579,793
5.29% 5.19% 8.98% 8.36%
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Rate Base
Net Operating Income

Gross Plant in Service
Accumulated Depreciation
Net Plant in Service

Cash Working Capital

Contrib. in Aid of Construc. (CIAC)
Advances for Construction
Deferred Income Taxes

Customer Deposits

Total Rate Base

Schedule 7
Rate Base and Rate of Return - Combined
As Presented by TCWS Proposed Effect of

Water Sewer Combined Changes Proposed Changes
$ 35300 $ 231689 $ 266,989 $ (18,423) $ 248,566
$ 2,994,164 $10,117,672 $13,111,836 $ - $ 13,111,836
(696,328) (2,523,189) (3,219,517) - (3,219,517)
$ 2,297,836 $ 7,594,483 $ 9,892,319 $ - $ 9,892,319
$ 47,048 $ 71,217 $ 118,265 $ - $ 118,265
(1,586,885) (4,782,355) (6,369,240) - (6,369,240)
(338,729) (278,111) (616,840) - (616,840)
(25,786) (25,441) (51,227) - (51,227)
$ 393,484 $ 2,579,793 $ 2,973,277 $ - $ 2,973,277
8.97% 8.98% 8.98% 8.36%

Return on Rate Base



Schedule 8
Proposed Revenues - Water
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Jan - Dec
Bill Code Description Usage Charge BFC Gallonage Units Revenues
AS PROPOSED IN TCWS FILING (Per TCWS Filing, Schedule E)
All Subs
48501 5/8" Residential Water $ 206 % 9.21 108,758,466 21,911 425,948
48502 5/8" Commercial Water $ 206 % 9.21 574,460 191 2,943
48505 1" Commercial Water $ 206 % 9.21 273,520 88 1,374
48506 2" Commercial Water $ 206 % 9.21 794,000 11 1,737
48540 Hydrant Rental $ - $ 10.15 990 10,051
110,400,446 23,191 442,054
BASED ON CITY OF TEGA CAY RECOMMENDED ADJUSTMENTS
All Subs
48501 5/8" Residential Water $ 200 % 8.95 108,758,466 21,911 413,910
48502 5/8" Commercial Water $ 200 % 8.95 574,460 191 2,860
48505 1" Commercial Water $ 200 % 8.95 273,520 88 1,335
48506 2" Commercial Water $ 200 % 8.95 794,000 11 1,688
48540 Hydrant Rental $ - $ 9.87 990 9,767
110,400,446 23,191 429,560
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Schedule 9
Proposed Revenues - Sewer

Jan - Dec
Bill Code Description Usage Charge Rate Gallonage Units Revenues
AS PROPOSED IN TCWS FILING
All Subs
48521 5/8" Residential Sewer $ - $ 40.12 - 21,899 $ 878,690
48522 5/8" Commercial Sewer $ - $ 40.12 - 90 3,611
48523 1" Commercial Sewer $ - $ 40.12 - 26 1,043
48524 2" Commercial Sewer $ - $ 40.12 - 402 16,130
- 22,417 $ 899,475
BASED ON CITY OF TEGA CAY RECOMMENDED ADJUSTMENTS
All Subs
48521 5/8" Residential Sewer $ - $ 35.00 - 21,899 $ 766,564
48522 5/8" Commercial Sewer $ - $ 35.00 - 90 3,150
48523 1" Commercial Sewer $ - $ 35.00 - 26 910
48524 2" Commercial Sewer $ - $ 35.00 - 402 14,072

- 22,417 % 784,697
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Schedule 10
Average Bill
Present and Proposed Rates
(Based on City of Tega Cay Recommended Adjustments)

Current Rate Average Increase Date of Last Rate
Bill Code Description Usage Base Usage Bill Amount Percent Increase

WATER - CURRENT

All Subs
48501 5/8" Residential Water $ 1.69 $ 7.56 4,504.97 $ 15.17 10/17/2006
48502 5/8" Commercial Water $ 169 $ 7.56 2,736.56 $ 12.18 10/17/2006
48505 1" Commercial Water $ 169 $ 7.56 1,340.71 % 9.83 10/17/2006
48506 2" Commercial Water $ 1.69 $ 7.56 86,200.00 $ 153.24 10/17/2006
48540 Hydrant Rental $ - $ 8.33 - $ 8.33 10/17/2006
WATER - PROPOSED BASED ON CITY OF TEGA CAY RECOMMENDED ADJUSTMENTS
All Subs
48501 5/8" Residential Water $ 2.00 $ 8.95 4,504.97 $ 17.97 $ 2.80 18.44%
48502 5/8" Commercial Water $ 200 $ 8.95 2,736.56 $ 1443 % 2.25 18.44%
48505 1" Commercial Water $ 200 $ 8.95 1,340.71  $ 1164 $ 1.81 18.43%
48506 2" Commercial Water $ 200 $ 8.95 86,20000 $ 18155 $ 28.31 18.47%
48540 Hydrant Rental $ - $ 9.87 - $ 987 % 1.54 18.43%
SEWER - CURRENT
All Subs
48521 5/8" Residential Sewer $ - $ 33.02 4,504.97 $ 33.02 10/17/2006
48522 5/8" Commercial Sewer $ - $ 33.02 2,736.56 $ 33.02 10/17/2006
48523 1" Commercial Sewer $ - $ 33.02 1,340.71 $ 33.02 10/17/2006
48524 2" Commercial Sewer $ - $ 33.02 86,200.00 $ 33.02 10/17/2006
SEWER - PROPOSED BASED ON CITY OF TEGA CAY RECOMMENDED ADJUSTMENTS
All Subs
48521 5/8" Residential Sewer $ - $ 35.00 4,504.97 $ 35.00 $ 1.98 6.01%
48522 5/8" Commercial Sewer $ - $ 35.00 2,736.56 $ 35.00 $ 1.98 6.01%
48523 1" Commercial Sewer $ - $ 35.00 1,340.71 $ 35.00 $ 1.98 6.01%
48524 2" Commercial Sewer $ - $ 35.00 86,200.00 $ 35.00 $ 1.98 6.01%



Schedule 11
Summary Adjustments
TCWS Filing vs. City of Tega Cay
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SERVICE REVENUE

Proposed Increase

Proforma Proposed

Description Water Wastewater Total Water Wastewater Total
TCWS $ 79,390 % 159,612  $ 239,002 $ 442,054 $ 899475 $ 1,341,529
City of Tega Cay 66,896 44,834 111,730 429,560 784,697 1,214,257
Difference - Amount $ (12,494) $ (114,778) $ (127,272) $ (12,494) $ (114,778) $ (127,272)
Difference - Percent -15.74% -71.91% -53.25% -2.83% -12.76% -9.49%
RETURN ON RATE BASE
Percentage Dollar Amount
Description Water Wastewater Water Wastewater Total
TCWS 8.97% 8.98% $ 35300 $ 231,689 $ 266,989
City of Tega Cay 8.36% 8.36% 32,895 215,671 248,566
Difference -0.61% -0.62% $ (2,405 $ (16,018) $ (18,423)
AVERAGE RESIDENTIAL BILL (5/8" Meter)
Average Bill Amount Percentage Increase
Description Water Wastewater Total Water Wastewater Total
TCWS $ 1849 % 4012 % 58.61 21.90% 21.50% 21.62%
City of Tega Cay 17.97 35.00 52.98 18.44% 6.01% 9.93%
Difference $ 052) % 512) $ (5.63) -3.46% -15.49% -11.69%



EXHIBIT GCH-3
FPSC PRICE INDEX



EXHIBIT GCH-3 Page 1 of 25

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Annual reestablishment of price increase | DOCKET NO. 100005-WS

or decrease index of major categories of | ORDER NO. PSC-10-0082-PAA-WS
operating costs incurred by water and | ISSUED: February 15, 2010
wastewater utilities pursuant to Section

367.081(4)(a), F.S.

The following Commissioners participated in the disposition of this matter:

NANCY ARGENZIANO, Chairman
LISA POLAK EDGAR
NATHAN A. SKOP
DAVID E. KLEMENT
BEN A. "STEVE" STEVENS 1II

NOTICE OF PROPOSED AGENCY ACTION
ORDER ESTABLISHING 2010 PRICE INDEX
FOR WATER AND WASTEWATER UTILITIES

BY THE COMMISSION:

NOTICE is hereby given by the Florida Public Service Commission that the action
discussed herein is preliminary in nature and will become final unless a person whose interests
are substantially affected files a petition for a formal proceeding, pursuant to Rule 25-22.029,
Florida Administrative Code (F.A.C.).

BACKGROUND

Since March 31, 1981, pursuant to the guidelines established by Section 367.081(4)(a),
Florida Statutes (F.S.), and Rule 25-30.420, F.A.C., the Commission has established a price
index increase or decrease for major categories of operating costs on or before March 31 of each
year. This process allows water and wastewater utilities to adjust rates based on current specific
expenses without applying for a rate case.

We have calculated the proposed 2010 price index by comparing the Gross Domestic
Product Implicit Price Deflator Index for the fiscal year ending September 30, 2008, to the same
index for the fiscal year ending September 30, 2009. This same procedure has been used each
year since 1995 to calculate the price index. The U.S. Department of Commerce, Bureau of
Economic Analysis, released its final third quarter figures on December 21, 2008.
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ORDER NO. PSC-10-0082-PAA-WS
DOCKET NO. 100005-WS
PAGE 2

‘ Sul?sequent to March 31, 1981, we have received and processed approximately 3,156
index applications. We have jurisdiction over this matter pursuant to Section 367.081, F.S.

2010 PRICE INDEX

In 1993, the Gross Domestic Product Implicit Price Deflator Index (GPD) was
established as the appropriate method of determining the water and wastewater price index and
the four quarter fiscal year comparison was used as the means to accomplish it, and has been
used every year since then.! The GDP is prepared by the U.S. Department of Commerce. Prior
to that time, the Gross National Product Implicit Price Deflator Index (GNP) was used as the
indexing factor for water and wastewater utilities. The Department of Commerce switched its
emphasis from the GNP to the GDP as the primary measure of U.S. production.

Pursuant to Section 367.081(4)(a), F.S., this Commission, by Order, shall establish a
price increase or decrease index for major categories of operating costs incurred by utilities
subject to its jurisdiction reflecting the percentage of increase or decrease in such costs from the
most recent 12-month historical data available. Prior to 1995, the price index was determined by
using a four quarter comparison, ending December 31, of the Implicit Price Deflator Index.” In
order to meet the statutory deadline, the current price index was determined by comparing the
change in the GDP using the four quarter fiscal year comparison ending with September 30.
This method has been used consistently since 1995 to determine the price index.

In Order No. PSC-09-0099-PAA-WS, issued February 16, 2009, in Docket No. 090005-
WS, this Commission, in keeping with the practice started in 1993, reiterated the alternatives
which could be used to calculate the indexing of utility revenues. Past utility concerns, as
summarized from utility input in previous hearings, are:

1) Inflation should be a major factor in determining the index;
2) Nationally published indices should be vital to this determination;
3) Major categories of expenses are labor, chemicals, sludge-hauling, materials and

supplies, maintenance, transportation, and treatment expense;

4) An area wage survey, Dodge Building Cost Index, Consumer Price Index, and the
GDP should be considered;

5) A broad measure index should be used; and

! See Order No. PSC-93-0195-FOF-WS, issued February 9, 1993, in Docket No. 930005-WS, In Re: Annual
reestablishment of price increase or decrease index of major categories of operating costs incurred by water and

wastewater utilities pursuant to Section 367.081(4){a), E.S.

% Pursuant to Order No. PSC-95-0202-FOF-WS, issued February 10, 1995, in Docket No. 950005-WS, In Re:
Annual reestablishment of price increase or decrease index of major categories of operating costs incurred by water
and wastewater utilities pursuant to Section 367.081(4)(a), F.S.
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6) The index procedure should be easy to administer.
Based upon these concerns, this Commission has previously explored the following alternatives:
1) Survey of Regulated Water and Wastewater Utilities;
2) Consumer Price Index;
3) Florida Price Index;
4) Producer's Price Index - previously the Wholesale Price Index; and
5) GDP (replacing the GNP).

Over the past years we have found that the Survey of Regulated Water and Wastewater
Utilities should be rejected because using the results of a survey would allow utilities to pass on
to customers all cost increases, thereby reducing the incentives of promoting efficiency and
productivity. We have also found that the Consumer Price Index and the Florida Price Level
Index should be rejected because of their limited degree of applicability to the water and
wastewater industry. Both of these price indices are based upon comparing the advance in prices
of a limited number of general goods and, therefore, appear to have limited application to water
and wastewater utilities.

We further found that the Producers Price Index (PPI) is a family of indices that measures
the average change over time in selling prices received by domestic producers of goods and
services. PPI measures price change from the perspective of the seller, not the purchaser, and
therefore should be rejected. Because the bases for these indices have not changed, we find that
the conclusions reached in Order No. PSC-09-0099-PAA-WS, continue to apply in this case.
Since 1993, we have found that the GDP has a greater degree of applicability to the water and
wastewater industry. Therefore, this Commission shall continue to use the GDP to calculate
water and wastewater price level adjustments.
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The following information provides a historical perspective of the annual price index:

Historical Analysis of the Annual Price Index
for Water and Wastewater Ultilities

COMMISSION COMMISSION
YEAR APPROVED INDEX YEAR APPROVED INDEX
1998 2.10% 2004 1.60%
1999 1.21% 2005 2.17%
2000 1.36% 2006 2.74%
2001 2.50% 2007 3.09%
2002 2.33% 2008 2.39%
2003 1.31% 2009 2.55%

The table shown below indicates historical participation in the Index and/or Pass-
Through programs:

Percentage of Jurisdictional Water and Wastewater Utilities

Filing for Indexes and/or Pass-Throughs

YEAR PERCENTAGE YEAR PERCENTAGE
1998 32% 2004 22%
1999 36% 2005 33%
2000 30% 2006 32%
2001 27% 2007 47%
2002 27% 2008 42%
2003 27% 2009 53%

The U.S. Department of Commerce, Bureau of Economic Analysis, released the final
third quarter 2009 figures on December 22, 2009. The percentage change in the GDP using the
fiscal year comparison ending with the third quarter is 0.56 percent. This number was calculated

as follows:

GDP Index for the fiscal year ending 9/30/08 109.172
GDP Index for the fiscal year ending 9/30/09 109.783
Difference 0.611
Divided by 9/30/08 GDP Index 109.172

2010 Price Index 0.56%
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NOTICING OF INDEXING REQUIREMENTS

Pursuant to Rule 25-30.420(1), F.A.C., the Office of Commission Clerk, afier the
expiration of the Proposed Agency Action (PAA) protest period, shall mail each regulated water
and wastewater utility a copy of the PAA Order establishing the index containing the information
presented in Form PSC/ECR 15 (4/99) and Appendix A (Attachment 1). A cover letter from the
Director of the Division of Economic Regulation shall be included with the mailing of the Order
(Attachment 2). This package has significantly reduced the number of questions regarding what
the index and pass-through rate adjustments are, how to apply for an adjustment, and what needs
to be filed to meet the filing requirements.

The package presented in Form PSC/ECR 15 (4/99) and Appendix A (Attachment 1)
shall be mailed to every regulated water and wastewater utility after the expiration of the PAA
protest period, along with a copy of the PAA Order that has become final. If a protest is filed
and a hearing held, the Office of Commission Clerk shall mail the package and final order to the
utilities at the conclusion of the hearing process.

In an effort to increase the number of water and wastewater utilities taking advantage of
the annual price index and pass-through, the attached cover letter (Attachment 2) from the
Director of the Division of Economic Regulation shall be included with the mailing of the PAA
Order to explain the purpose of the index and pass-through applications and that our staff is
available to assist them.

CLOSURE OF THE DOCKET

Rule 25-22.029(1), F.A.C. contains an exception to the procedural requirements set forth
in Rule 28-106.111, F.A.C. Rule 25-22.029(1), F.A.C., provides that “[t]he time for requesting a
Section 120.569 or 120.57 hearing shall be 14 days from issuance of the notice for PAA orders
establishing a price index pursuant to Section 367.081(4)(a), F.S.” Therefore, any protest to the
PAA Order in this docket be filed within 14 days of the issuance of the PAA Order, and that any
party filing the protest shall be required to prefile testimony with the protest. If no timely protest
is received within 14 days from the date of the PAA Order, no further action will be required and
this docket shall be closed upon the issuance of the Consummating Order.

Based on the foregoing, it is

ORDERED by the Florida Public Service Commission that the Gross Domestic Product
Implicit Price Deflator Index shall continue to be used to calculate water and wastewater price
level adjustments. It is further

ORDERED that the 2010 price index is 0.56% as set forth in the body of this Order. It is
further
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ORDERED that the 2010 Price Index Application, Form PSC/ECR 15 (4/99) shall be
used by Commission-regulated water and wastewater utilities to calculate annualized revenue for
indexing purposes. It is further

ORDERED that the provisions of this Order, issued as proposed agency action, shall
become final and effective upon the issuance of a Consummating Order unless an appropriate
petition, in the form provided by Rule 28-106.201, Florida Administrative Code, is received by
the Commission Clerk, 2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-0850, by the
close of business on the date set forth in the "Notice of Further Proceedings" attached hereto. It
is further

ORDERED that any substantially affected person filing a protest to this Order shall do so
within 14 days of the issuance date of this Order. It is further

ORDERED that any substantially affected person filing a protest to this Order shall
prefile direct testimony with the protest. It is further

ORDERED that in the event this Order becomes final, this docket shall be closed upon
the issuance of a Consummating Order.

By ORDER of the Florida Public Service Commission this 15th day of February, 2010.

ANN COLE
Commission Clerk

(SEAL)

CMK
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NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section 120.569(1), Florida
Statutes, to notify parties of any administrative hearing that is available under Section 120.57,
Florida Statutes, as well as the procedures and time limits that apply. This notice should not be
construed to mean all requests for an administrative hearing will be granted or result in the relief

sought.

Mediation may be available on a case-by-case basis. If mediation is conducted, it does
not affect a substantially interested person's right to a hearing.

The action proposed herein is preliminary in nature. Any person whose substantial
interests are affected by the action proposed by this order may file a petition for a formal
proceeding, in the form provided by Rule 28-106.201, Florida Administrative Code. This
petition must be received by the Office of Commission Clerk, 2540 Shumard Oak Boulevard,
Tallahassee, Florida 32399-0850, by the close of business on March 1, 2010.

In the absence of such a petition, this order shall become final and effective upon the
issuance of a Consummating Order.

Any objection or protest filed in this/these docket(s) before the issuance date of this order
is considered abandoned unless it satisfies the foregoing conditions and is renewed within the

specified protest period.
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FLORIDA PUBLIC SERVICE COMMISSION
2010 PRICE INDEX APPLICATION
TEST YEAR ENDED DECEMBER 31, 2009

DEP PWS ID NO. WATER WASTEWATER
DEP WWTP ID NO.

*2009 Operation and Maintenance Expenses $ $

LESS:

(a) Pass-through Items:
(1) Purchased Power
(2) Purchased Water
** (3) Purchased Wastewater Treatment
***(4) New DEP Required Water Testing
**%(5) New DEP Required Wastewater Testing
(6) NPDES Fees
(b) Rate Case Expense Included in
2009 Expenses
(c) Adjustments to O & M Expenses from
last rate case, if applicable:
0y
(2)

Costs to be Indexed $ $
Multiply by change in GDP Implicit
Price Deflator Index .0056 .0056

Indexed Costs $ $

**** Add Change in Pass-Through Items:
(L)
)

Divide Index and Pass-Through Sum by
Expansion Factor for Regulatory
Assessment Fees 955 955

Increase in Revenue $ $
*¥¥x* Divide by 2009 Revenue

Percentage Increase in Rates % %

EXPLANATORY NOTES APPEAR ON THE FOLLOWING PAGE
PSC/ECR 15 (04/99)
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PAGE 1 NOTES

> This amount must match 2009 annual report.

*x This may include government-mandated disposal fees.

***  Daily, weekly, or monthly testing required by the Department of Environmental
Protection (DEP) not currently included in the utility's rates. Or additional tests required
by the DEP during the 12-month period prior to filing by the utility and/or changes to the
frequency of existing test(s) required by the DEP during the 12 month period prior to
filing by the utility.

*¥%* This may include an increase in purchased power, purchased water, purchased
wastewater treatment, required DEP testing, and ad valorem taxes, providing that those
increases have been incurred within the 12 month period prior to the submission of the
pass-through application. Pass-through NPDES fees and increases in regulatory
assessment fees are eligible as pass-through costs but not subject to the twelve month
rule. DEP water and wastewater testing pass-throughs require invoices. See Rule 25-
30.425, F.A.C. for more information.

***** If rates changed after January 1, 2010, the book revenues must be adjusted to show the
changes and an explanation of the calculation should be attached to this form. See
Annualized Revenue Worksheet for instructions and a sample format.
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ANNUALIZED REVENUE WORKSHEET

Have the rates charged for customer services changed since J anuary 1, 2009?
() If no, the utility should use actual revenues. This form may be disregarded.
) If yes, the utility must annualize its revenues. Read the remainder of this form.

Annualizing calculates the revenues the utility would have earned based upon 2009 customer
consumption at the most current rates in effect. To complete this calculation, the utility will need
consumption data for 2009 to apply to the existing rate schedule. Below is a sample format
which may be used.

CALCULATION OF ANNUALIZED REVENUES*
Consumption Data for 2009

Number of Current Annualized
Bill/Gal. Sold X Rates Revenues

Residential Service:

Bills: 5/8"X3/4" mMeters .. .. et et e
I"meters e e e
12" meters e e e
2"MELEIS e e e e

Gallons Sold L e i

General Service:

Bills: 5/8"X3/4" meters ..ot it e e e e

T MELETS e e e e
TVR" MELETS i e ee e et e s

2TMEEIS e e e e
I S +'s 71 (= o J
T 1111 ¢S
6" MEIEIS e e e e e
GallonsSold e e e

Total Annualized Revenues for 2009 $

* Annualized revenues must be calculated separately if the utility consists of both a water
system and a wastewater system. This form is designed specifically for utilities using a base
facility charge rate structure. If annualized revenues must be calculated and further assistance is
needed, contact the Commission Staff at (850)413-6900.
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Appendix A

PRICE INDEX ADJUSTMENTS IN RATES
Section 367.081(4)(a), (c), (d), and (e), Florida Statutes
Rule 25-30.420, Florida Administrative Code
Sample Affirmation Affidavit
Notice to Customers

Sections 367.081(4)(a), (c¢), (d), (e), and (£f), Florida Statutes

(4) (a) On or before March 31 of each year, the commission by order shall
establish a price increase or decrease index for major categories of
operating costa incurred by utilities subject to its jurisdiction reflecting
the percentage of increase or decrease in such costs from the most recent 12-
month historical data available. The commission by rule shall establish the
procedure to be used in determining such indices and a procedure by which a
utility, without further action by the commission, or the commission on its
own motion, may implement an increase or decrease in its rates based upon the
application of the indices to the amount of the major categories of operating
costs incurred by the utility during the immediately preceding calendar year,
except to the extent of any disallowances or adjustments for those expenses
of that utility in its most recent rate proceeding before the commission. The
rules shall provide that, upon a finding of good cause, including inadequate
service, the commission may order a utility to refrain from implementing a
rate increase hereunder unless implemented under a bond or corporate
undertaking in the same manner as interim rates may be implemented under s.
367.082. A utility may not use this procedure between the official £iling
date of the rate proceeding and 1 year thereafter, unless the case is
completed or terminated at an earlier date. A utility may not use this
procedure to increase any operating cost for which an adjustment has been or
could be made under paragraph (b), or to increase its rates by application of
a price index other than the most recent price index authorized by the
commission at the time of filing.

{c) Before implementing a change in rates under this subsection, the utility
shall file an affirmation under ocath as to the accuracy of the figures and
calculations upon which the change in rates is based, stating that the change
will not cause the utility to exceed the range of its last authorized rate of
return on equity. Whoever makes a false statement in the affirmation required
hereunder, which statement he or she does not believe to be true in regard to
any material matter, is guilty of a felony of the third degree, punishable as
provided in 8. 775.082, s. 775.083, or s. 775.084.

(d) If, within 15 months after the £filing of a utility's annual report
required by s. 367.121, the commission finds that the utility exceeded the
range of its last authorized rate of return on equity after an adjustment in
rates as authorized by this subsection was implemented within the year for
which the report was filed or was implemented in the preceding vyear, the
commigsion may order the utility to refund, with interest, the difference to
the ratepayers and adjust rates accordingly. This provision shall not be
construed to require a bond or corporate undertaking not otherwise required.
(e) Notwithstanding anything herein to the contrary, a utility may not adjust
its rates under this subsection more than two times in any 1l2-month period.
For the purpose of this paragraph, a combined application or simultaneously
filed applications that were filed under the provisions of paragraphs (a) and
{b) shall be considered one rate adjustment.

{£) The commission may regularly, not less often than once each vyear,
establish by order a leverage formula or formulae that reasonably reflect the
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range of returns on common equity for an average water or wastewater utility
and which, for purposes of this section, shall be used to calculate the last
authorized rate of return on equity for any utility which otherwise would
have no established rate of return on equity. In any other proceeding in
which an authorized rate of return on equity is to be established, a utility,
in lieu of presenting evidence on its rate of return on common equity, may
move the commission to adopt the range of rates of return on common equity
that has been established under this paragraph.




EXHIBIT GCH-3 Page 13 of 25

ORDER NO. PSC-10-0082-PAA-WS Attachment 1
DOCKET NO. 100005-WS Page 6 of 16
PAGE 13

25-30.420 Establishment of Price Index, Adjustment of Rates; Requirement of Bond; Filings After
Adjustment; Notice to Customers.

) The Commission shall, on or before March 31 of each year, establish a price increase or decrease
index as required by section 367.081(4)(a), F.S. The Office of Commission Clerk shall mail each
regulated water and wastewater utility a copy of the proposed agency action order establishing the index
for the year and a copy of the application. Form PSC/ECR 15 (04/99), entitled “Index Application”, is
incorporated into this rule by reference and may be obtained from the Commission’s Division of
Economic Regulation. Applications for the newly established price index will be accepted from April 1
of the year the index is established through March 31 of the following year.

(a) The index shall be applied to all operation and maintenance expenses, except for amortization of
rate case expense, costs subject to pass-through adjustments pursuant to section 367.081(4)(b), F.S., and
adjustments or disallowances made in a utility's most recent rate proceeding.

(b) In establishing the price index, the Commission will consider cost statistics compiled by
government agencies or bodies, cost data supplied by utility companies or other interested parties, and
applicable wage and price guidelines.

2) Any utility seeking to increase or decrease its rates based upon the application of the index
established pursuant to subsection (1) and as authorized by section 367.081(4)(a), F.S., shall file an
original and five copies of a notice of intention and the materials listed in (a) through (i) below with the
Commission's Division of Economic Regulation at least 60 days prior to the effective date of the increase
or decrease. The adjustment in rates shall take effect on the date specified in the notice of intention unless
the Commission finds that the notice of intention or accompanying materials do not comply with the law,
or the rules or orders of the Commission. The notice shall be accompanied by:

(a) Revised tariff sheets;

M) A computation schedule showing the increase or decrease in annual revenue that will result when
the index is applied;

(c) The affirmation required by section 367.081(4)(c), F.S.;

() A copy of the notice to customers required by subsection (6);

(e) The rate of return on equity that the utility is affirming it will not exceed pursuant to section
367.081(4)c), F.S,;

® An annualized revenue figure for the test year used in the index calculation reflecting the rate
change, along with an explanation of the calculation, if there has been any change in the utility's rates
during or subsequent to the test year;

(® The utility's Department of Environmental Protection Public Water System identification number
and Wastewater Treatment Plant Operating Permit number.

(h) A statement that the utility does not have any active written complaints, corrective orders, consent
orders, or outstanding citations with the Department of Environmental Protection (DEP) or the County
Health Department(s) or that the utility does have active written complaints, corrective orders, consent
orders, or outstanding citations with the DEP or the County Health Department(s).

) A copy of any active written complaints, corrective orders, consent orders, or outstanding
citations with the Department of Environmental Protection (DEP) or the County Health Department(s).
3 If the Commission, upon its own motion, implements an increase or decrease in the rates of a

utility based upon the application of the index established pursuant to subsection (1) and as authorized by
section 367.081(4)(a), F.S., the Commission will require a utility to file the information required in
subsection (2).
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4) Upon a finding of good cause, the Commission may require that a rate increase pursuant to
section 367.081(4)(a), F.S., be implemented under a bond or corporate undertaking in the same manner as
interim rates. For purposes of this subsection, "good cause” shall include:

(a) Inadequate service by the utility;

) Inadequate record-keeping by the utility such that the Commission is unable to determine whether
the utility is entitled to implement the rate increase or decrease under this rule.

5) Prior to the time a customer begins consumption at the rates established by application of the
index, the utility shall notify each customer of the increase or decrease authorized and explain the reasons
therefore.

6) No utility shall file a notice of intention pursuant to this rule unless the utility has on file with the
Commission an annual report as required by Rule 25-30.110(3), F.A.C., for the test year specified in the
order establishing the index for the year.

@) No utility shall implement a rate increase pursuant to this rule within one year of the official date
that it filed a rate proceeding, unless the rate proceeding has been completed or terminated.

Specific Authority: 350.127(2), 367.081(4)(a), 367.121(1)(c), 367.121(1)(D), F.S.

Law Implemented: 367.081(4), 367.121(1)(c), 367.121(1)(g), F.S. History: New 04/05/81, Amended 09/16/82,
Formerly 25-10.185, Amended 11/10/86, 06/05/91, 04/18/99, 12/12/03.
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AFFIRMATION
I, , hereby affirm that the figures and calculations

upon which the change in rates is based are accurate and that the change will not cause
to exceed the range of its last

(Utility Name)
authorized rate of return on equity, which is

I, the undersigned/officer of the above-named utility, have read the foregoing and declare that, to
the best of my knowledge and belief, the information contained in this application is true and
correct.

This affirmation is made pursuant to my request for a 2010 price index and/or pass-through rate
increase, in conformance with Section 367.081(4)(c), Florida Statutes.

Further, I am aware that pursuant to Section 837.06, Florida Statutes, whoever knowingly makes
a false statement in writing with the intent to mislead a public servant in the performance of his
official duty shall be guilty of a misdemeanor of the second degree.

Signature:
Title:
Telephone Number:
Fax Number:
Sworn to and subscribed before me this day of
,20 .
My Commission expires:
(SEAL)
Notary Public

State of Florida
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STATEMENT OF QUALITY OF SERVICE
Pursuant to Rule 25-30.420(2)(h) and (i), Florida Administrative Code,

(Utility Name)

[ ] does not have any active written complaints, corrective orders, consent orders, or outstanding
citations with the Department of Environmental Protection (DEP) or the County Health
Departments.

[ ] does have the attached active written complaint(s), corrective order(s), consent order(s), or
outstanding citation(s) with the DEP or the County Health Department(s). The attachment(s)
includes the specific system(s) involved with DEP permit number and the nature of the active
complaint, corrective order, consent order, or outstanding citation.

This statement is intended such that the Florida Public Service Commission can make a
determination of quality of service pursuant to Section 367.081(4)(a), Florida Statutes, and Rule
25-30.420(4)(a), Florida Administrative Code.

Name:

Title:

Telephone Number:
Fax Number:

Date:
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NOTICE TO CUSTOMERS

Pursuant to Section 367.081(4)(a), Florida Statutes, water and wastewater utilities are permitted
to adjust, the rates and charges to its customers without those customers bearing the additional
expense of a public hearing. These adjustments in rates would depend on increases or decreases
in noncontrollable expenses subject to inflationary pressures such as chemicals, and other

general operation and maintenance costs.

On s

(date) (name of company)

filed its notice of intention with the Florida Public Service Commission to increase water and
wastewater rates in County pursuant to this Statute. The filing is subject to review by the
Commission Staff for accuracy and completeness. Water rates will increase by approximately

% and wastewater rates by %. These rates should be reflected for service

rendered on or after .(date)
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PASS-THROUGH RATE ADJUSTMENTS

Section 367.081(4)(b), Florida Statutes

Rule 25-30.425, Florida Administrative Code
Waiver Form

Sample Affirmation Affidavit

Notice to Customers

Section 367.081(4) (b), Florida Statutes

(b) The approved rates of any utility which receives all or any portion of
its wutility service from a governmental authority or from a water or
wastewater utility regulated by the commission and which redistributes that
service to its utility customers shall be automatically increased or
decreased without hearing, upon verified notice to the commission 45 days
prior to its implementation of the increase or decrease that the rates
charged by the governmental authority or other utility have changed. The
approved rates of any utility which is subject to an increase or decrease in
the rates or fees that it is charged for electric power, the amount of ad
valorem taxes assessed against its used and useful property, the feeg charged
by the Department of Environmental Protection in connection with the National
Pollutant Diascharge Elimination System Program, or the regulatory assessment
fees imposed upon it by the commission shall be increased or decreased by the
utility, without action by the commission, upon wverified notice to the
commission 45 days prior to its implementation of the increase or decrease
that the rates charged by the supplier of the electric power or the taxes
imposed by the govermmental authority, or the regulatory assessment fees
imposed upon it by the commission have changed. The new rates authorized
shall reflect the amount o©f the change of the ad valorem taxes or rates
imposed upon the utility by the governmental authority, other utility, or
supplier of electric power, or the regulatory assessment fees imposed upon it
by the commission. The approved rates of any utility shall be automatically
increased, without hearing, upon verified notice to the commission 45 days
prior to implementation of the increase that costs have been incurred for
water quality or wastewater quality testing regquired by the Department of
Environmental Protection. The new rates authorized shall reflect, on an
amortized basis, the cost of, or the amount of change in the cost of,
required water <quality or wastewater <gquality testing performed by
laboratories approved by the Department of Enviromnmental Protection for that
purpogse. The new rates, however, shall not reflect the costs of any required
water quality or wastewater gquality testing already included in a utility's
rates. A utility may not use this procedure to increase its rates as a result
of water gquality or wastewater quality testing or an increase in the cost of
purchagsed water services, sewer services, or electric power or in assessed ad
valorem taxes, which increase was initiated more than 12 months before the
filing by the utility. The provisions of this subsection do not prevent a
utility from seeking a change in rates pursuant to the provisions of
subgection (2).
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Supp. No. 199 WATER AND WASTEWATER CHAPTER 25-30

25-30.425 Pass Through Rate Adjustment.

The verified notice to the Commission of an adjustment of rates under the provisions of Section
367.081(4)(b), F.S., shall be made in the following manner:

(1) Prior to an adjustment in rates because of an increase or decrease in purchased utility service, the
utility shall file:

(a) A certified copy of the order, ordinance or other evidence whereby the rates for utility service are
increased or decreased by the governmental agency or by a water or wastewater utility regulated by the
Commission, along with evidence of the utility service rates of that governmental agency or water or
wastewater utility in effect on January 1 of each of the three preceding years.

(b) A statement setting out by month the charges for utility services purchased from the governmental
agency or regulated utility for the most recent 12-month period.

(c) 1. A statement setting out by month the gallons of water or wastewater treatment purchased from the
governmental agency or regulated utility for the most recent 12-month period. If wastewater treatment
service is not based on a metered flow, the number of units by which the service is measured shall be
stated.

2. A statement setting out by month gallons of water and units of wastewater service sold by the utility for
the most recent 12-month period.

(d) A statement setting out by month the gallons of water or wastewater treatment purchased from any
other government entity or utility company.

(e) A statement setting out by month the gallons of water pumped or wastewater treated by the utility
filing the verified notice.

(f) If the total water available for sale is in excess of 110% of the water sold, a statement explaining the
unaccounted for water.

(2) Prior to an adjustment in rates because of an increase or decrease in the charge for electric power the
utility shall file with the Commission: «
(a) A certified copy of the order, ordinance or other evidence which establishes that the rates for electric
power have been increased or decreased by the supplier, along with evidence of the electric power rates of
the supplier in effect on January 1 of each of the three preceding years.

(b) A schedule showing, by month, the charges for electric power and consumption for the most recent 12
month period, the charges that would have resulted had the new electric rates been applied, and the
difference between the charges under the old rates and the charges under the new rates.

(c) A statement outlining the measures taken by the utility to conserve electricity.

(3) Prior to an adjustment in rates because of an increase or decrease in ad valorem taxes the utility shall
file with the Commission:

(a) A copy of the ad valorem tax bills which increased or decreased and copies of the previous three years'
bills; if copies have been submitted previously, a schedule showing the tax total only is acceptable; and
(b) A calculation of the amount of the ad valorem taxes related to that portion of the water or wastewater
plant not used and useful in providing utility service.

(4) Prior to an adjustment in rates because of an increase or decrease in the costs of water quality or
wastewater quality testing required by the Department of Environmental Protection (DEP), or because of
an increase or decrease in the fees charged by DEP in connection with the National Pollutant
Discharge Elimination System Program, the utility shall file with the Commission:
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(a) A copy of the invoice for testing;

(b) Calculation of the amortized amount.

(5) In addition to subsections (1), (2), (3), and (4) above, the utility shall also file:

(a) A schedule of proposed rates which will pass the increased or decreased costs on to the
customers in a fair and nondiscriminatory manner and on the basis of current customers, and a
calculation showing how the rates were determined;

(b) A statement, by class of customer and meter size, setting out by month the gallons of water
and units of wastewater service sold by the utility for the most recent 12 month period. This
statement shall not be required in filings for the pass through of increased regulatory assessment
fees or ad valorem taxes;

(c) The affirmation reflecting the authorized rate of return on equity required by Section
367.081(4)(c), F.S.;

(d) A copy of the notice to customers required by subsection (7) of this rule;

(e) Revised tariff sheets reflecting the increased rates;

(f) The rate of return on equity that the utility is affirming it will not exceed pursuant to Section
367.081(4)(c), F.S.; and

(g) The utility's DEP Public Water System identification number and Wastewater Treatment
Plant Operating Permit number;

(6) The amount authorized for pass through rate adjustments shall not exceed the actual cost
incurred and shall not exceed the incremental increase or decrease for the 12-month period.
Foregone pass through decreases shall not be used to adjust a pass through increase below the
actual cost incurred.

(7) In order for the Commission to determine whether a utility which had adjusted its rates
pursuant to Section 367.081(4)(b), F.S., has thereby exceeded the range of its last authorized rate
of return, the Commission may require a utility to file the information required in Rule 25-
30.437,F. A. C., for the test year specified.

(8) Prior to the time a customer begins consumption at the adjusted rates, the utility shall notify
each customer of the increase authorized and explain the reasons for the increase.

(9) The utility shall file an original and five copies of the verified notice and supporting
documents with the Division of Economic Regulation. The rates shall become effective 45 days
after the official date of filing. The official date of filing for the verified notice to the
Commission of adjustment in rates shall be at least 45 days before the new rates are
implemented.

Specific Authority 350.127(2), 367.121(1)(c), () FS. Law Implemented 367.081(4),
367.121(1)(c), (g) FS. History-New 6-10-75, Amended 4-5-79, 4-5-81, 10-21-82, Formerly 25-
10.179, Amended 11-10-86, 6-5-91, 4-18-99.
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WAIVER

hereby waives the right to implement

a pass-through rate increase within 45 days of filing, as provided by Section 367.081(4)(b),
Florida Statutes, in order that the pass-through and index rate increase may both be implemented

together 60 days after the official filing date of this notice of intention.

Signature:
Title:

(To be used if an index and pass-through rate increase are requested jointly.)
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I, , hereby affirm that the figures and calculations

upon which the change in rates is based are accurate and that the change will not cause
to exceed the range of its last

(Utility Name)
authorized rate of return on equity, which is

I, the undersigned/officer of the above-named utility, have read the foregoing and declare that, to
the best of my knowledge and belief, the information contained in this application is true and
correct.

This affirmation is made pursuant to my request for a 2010 price index and/or pass-through rate
increase, in conformance with Section 367.081(4)(c), Florida Statutes.

Further, I am aware that pursuant to Section 837.06, Florida Statutes, whoever knowingly makes
a false statement in writing with the intent to mislead a public servant in the performance of his
official duty shall be guilty of a misdemeanor of the second degree.

Signature:
Title:
Telephone Number:
Fax Number:

Sworn to and subscribed before me this day of
,20.

My Commission expires:

(SEAL)

Notary Public
State of Florida
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NOTICE TO CUSTOMERS

Pursuant to Section 367.081(4)(a) and/or (b), Florida Statutes, water and wastewater utilities are
permitted to pass through, without a public hearing, a change in rates resulting from: an increase
or decrease in rates charged for utility services received from a governmental agency or another
regulated utility and which services were redistributed by the utility to its customers; an increase
or decrease in the rates that it is charged for electric power, the amount of ad valorem taxes
assessed against its used and useful property, the fees charged by the Department of
Environmental Protection in connection with the National Pollutant Discharge Elimination
System Program, or the regulatory assessment fees imposed upon it by the Commission; and
costs incurred for water quality or wastewater quality testing required by the Department of
Environmental Protection.

On >

(date) (name of company)

filed its notice of intention with the Florida Public Service Commission to increase water and

wastewater rates in County pursuant to this Statute. The filing is subject to

review by the Commission Staff for accuracy and completeness. Water rates will increase by
approximately % and wastewater rates by %. These rates should be reflected on

your bill for service rendered on or after .(date)

If you should have any questions, please contact your local utility office. Be sure to have your

account number handy for quick reference.
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STATE OF FLORIDA
COMMISSIONERS: T MARSHALL WILLIS, ACTING

NANCY ARGENZIANO, CHAIRMAN DIRECTOR

LisaPOLAK EDGAR i DIVISION OF ECONOMIC REGULATION
NATHAN A. SKOP (850)413-6900

DAVID E. KLEMENT

BEN A “STEVE” STEVENS

JPablic Bertrice Commisston

February 15, 2010

All Florida Public Service Commission
Regulated Water & Wastewater Utilities

Re:  Docket No. 100005-WS - 2010 Price Index
Dear Utility Owner:

Since March 31, 1981, pursuant to the guidelines established by Section 367.081(4)(a),
Florida Statutes (F.S.), and Rule 25-30.420, Florida Administrative Code (F.A.C.), the
Commission has established a price index increase or decrease for major categories of operating
costs. The intent of this rule is to insure that inflationary pressures are not detrimental to utility
owners, and that any possible deflationary pressures are not adverse to rate payers. By keeping
up with index and pass-through adjustments, utility operations can be maintained at a level
sufficient to insure quality of service for the rate payers.

Pursuant to Rule 25-30.420(1)(a), F.A.C., all operation and maintenance expenses shall be
indexed with the exception of:

a) Pass-through items pursuant to Section 367.081(4)(b), F.S.;
b) Any amortization of rate case expense; and
c) Disallowances or adjustments made in an applicant's most recent rate proceeding.

Upon the filing of a request for an index and/or pass-through increase, staff will review
the application and modify existing rates accordingly. If for no other reason than to keep up with
escalating costs, utilities throughout Florida should file for this rate relief on an annual basis.
Utilities may apply for a 2010 Price Index anytime between April 1, 2010, through March 31,
2011. The attached package will answer questions regarding what the index and pass-through
rate adjustments are, how to apply for an adjustment, and what needs to be filed in order to meet
the filing requirements. While this increase for any given year may be minor, (see chart below),
the long-run effect of keeping current with rising costs can be substantial.
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All Florida Public Service Commission
Regulated Water & Wastewater Ultilities
Page 2

February 15, 2010

ANNUAL ANNUAL
COMMISSION COMMISSION

YEAR | APPROVED INDEX YEAR | APPROVED INDEX

1985 3.76% 1998 | 2.10%

1986 3.33% 1999 | 1.21%

1987 2.69% 2000 | 1.36%

1988 2.89% 2001 | 2.50%

1989 4.35% 2002 | 2.33%

1990 4.12% 2003 | 1.31%

1991 4.12% 2004 | 1.60%

1992 3.63% 2005 12.17%

1993 3.33% 2006 | 2.74%

1994 2.56% 2007 {3.09%

1995 1.95% 2008 | 2.39%

1996 2.49% ' 2009 | 2.55%

1997 2.13% 2010 | 0.56%

Please be aware that pursuant to Section 837.06, F.S., whoever knowingly makes a false
statement in writing with the intent to mislead a public servant in the performance of his official
duty shall be guilty of a misdemeanor of the second degree.

Our staff is available at (850) 413-6900 should you need assistance with your filing. If
you have any questions, please do not hesitate to call.

Sincerely,

Marshall Willis
Acting Director

Enclosures
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TESTIMONY OF WILLIE J. MORGAN

Docket No. 2006-97-WS

and
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THE OFFICE OF REGULATORY STAFF
FOR THE CURRENT TEST YEAR



TEGA CAY

WATER SERVICE, INC.
2006-97-WS
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Exhibit WIM-12

WATER BALANCE FOR TEGA CAY (All data in volume for the test year period)

Purchased
Volume from
York County

141,195,000

gallons

Authorized
Water Uses

Account Water
(Billed Authorized
Consumption)

Billed Metered Consumption

Revenue Water
111,537,250 gallons
(79%)

Unbilled Authorized
Consumption

Unbilled Metered Consumption*
10,746,013 gallons
(7.6%)

Utility Water Use
(i.e., flushing, system work, testing, etc.)

Water Losses

Administrative Losses

Unauthorized Consumption

Non Account Water

Customer Metering Inaccuracies

29,657,750 gallons

Data Handling Errors

(21%)

System Leakage
(Real Losses)

Leakage on Transmission and
Distribution Mains

Leakage and Overflows at Tega Cay's
Storage Tank

Leakage on Service Connections up to
point of Customer metering

* Unbilled Metered Consumption is water used at Tega Cay's three (3) wastewater treatment facilities.
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TEGA CAY WATER SERVICE, INC. Exhibit WIM-13

2006-97-WS

COMPONENTS AND DEFINITIONS OF WATER BALANCE FOR TEGA CAY

Water Balance Component

Definition

Purchased Volume from Y ork County

Thetest year volume input to the water supply system through
the master meter

Authorized Water Uses

All water uses known and approved or authorized by the
utility. These usesinclude all metered uses and reliae
estimates of all other approved uses; such as. public, fire,
system, operational, or paid-for uses.

Water Losses

The difference between Purchased Volume from Y ork County
and Authorized Consumption, consisting of Administrative
Losses plus System Leakage

Administrative Losses

Unauthorized Consumption, all types of metering inaccuracies
and data handling errors

System Leakage (Real Losses)

All water that islost from the system through leaks, and breaks
and includes all unavoidable leaks, and breaks and includes all
unavoidable leaks and all recoverable leaks and breaks.

Revenue Water Those components of Purchased Volume from Y ork County
which are billed and produce revenue (registered customer
metered consumption)

Non Account Water The sum of water that is produced or purchased by a company
that is not covered by the term "Account Water"

Account Water All water for which an account exists. The water is metered,

and the account is billed.

Utility Water Use

The water which is removed from the distribution system by
the utility for the purpose of maintaining and operating the
system. This should include both the metered and unmetered
water removed, with those unmetered uses being reliably
estimated.
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Daniel J. Friedman

From: Belser, Florence [fbelser @regstaff.sc.gov]
ant: Tuesday, May 04, 2010 11:14 AM
fo: Daniet J. Friedman
Cc: Nelson, Jeff; Morgan, Willie
Subject: RE: Data request related to Tega Cay...
Attachments: image001.png; Tega Cay 2008 Bulk Water.pdf; Tega Cay DR 1.44.pdf; Tega Cay DR

1.45.pdf; Tega Cay DR 1.46.pdf; Tega Cay DR 1.47.pdf; Tega Cay DR.1-48.pdf, Tega Cay
DR 1.49.pdf; Tega Cay DR 1.50.pdf; Water Accountability 2008.pdf; Tega Cay
Consumption.xlsx

Dear Mr. Friedman:

Attached to this email, please find documents responding to your FOIA request of May 3, 2010. There are 10
attachments to this email.

With regard to the Excel spreadsheet, please be advised that the customer account numbers have been
removed from the following Worksheets: P#0000_3828 (Column B), P#0000_3869 (Column B), and CMRP0015
(Column C).

If you have questions concerning this response, | may be contacted at 803-737-0853 (direct line) or via email
at fhelser@regstaff.sc.gov .

Sincerely,
florence P. Belser

Florence P. Belser

General Counsel

South Carolina Office of Regulatory Staff
1401 Main Street, Suite 900

Columbia, SC 29201

Telephone (803) 737-0853

Fax (803) 737-0895

fbelser@regstaff.sc.gov

From: Daniel J. Friedman [mailto:D.Friedman@gaiconsultants.com]
Sent: Monday, May 03, 2010 3:23 PM

To: Belser, Florence

Subject: Data request related to Tega Cay...

Ms. Belser,
As we discussed on the phone, | am looking to get my hands on any public records or discovery related to water loss /
accounted-for water with respect to the pending rate case PSC Docket 2009-473-WS. If we could get anything for the

.ate case test year that would be wonderful, but also if there’s any other data available subsequent to the rate case in
2006 that would be appreciated as well. Thank you for your help!

i
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TEGA GAY WATER SERVICE INC.
DOCKET NO. 2009-473-WS
DATA REQUEST NO.1, RESPONSE TO ITEM 1.44

1.44 Provide alf water consumption data for the test-ycar ending December 31, 2008,
including gallons billed by bill code and test-year month. Please also provide this
electronically via an Excel spreadsheet.

The response to this question is provided by Jerusalem Chesney.
RESPONSE:
Enclosed please find attached Tega Cay 2008 consumption; please refer to first worksheet

P#0000_3868 for legacy and CMRP001S for CC&B water consumption. If you have any
additional questions please let me know.
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TEGA GAY WATER SERVICE INC.
DOCKET NO. 2009-473-WS
DATA REQUEST NO.1, RESPONSE TO ITEM 1.45

1.45 Provide the amount in gallons of water pumped, purchased (if applicable), and sold by
Tega Cay during the test year ending December 31, 2008 for each system. Identify the
source of the water supply for each system listed (i.e., Tega Cay, City of West
Columbia, etc.). Please also provide this electronically via an Excel spreadsheet.

The response to this question is provided by Bruce Hass/Nettie Thomas.

RESPONSE:

Please see attached Tega Cay 2008 Bulk Water xIs. Water is purchased for York County.
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TEGA GAY WATER SERVICE INC.
DOCKET NO. 2009-473-WS
DATA REQUEST NO.1, RESPONSE TO ITEM 1.46

1.46 Provide the amount in gatlons of water unaccounted for by month during the test year
ending December 31, 2008 for each system. If the difference between the pumped
amount and the billed and unbilled metered amounts exceed 7.5%, please provide an
explanation of the water loss. Identify the source of any known losses and the quantity
and estimated amount of each such loss. List this information separately for each water
system.

The response to this question is provided by Bruce Hass/Nettie Thomas.
RESPONSE:

Please see attached Water Accountability 2008 xls for Tega Cay.
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TEGA CAY WATER SERVICE INC.
DOCKET NGO. 2009-473-WS
DATA REQUEST NO.I, RESPONSE TO ITEM 1.47

1.1 Provide an explanation of any negative results for unaccounted for water in Tega
Cay’s response to 1.52. List this information separately for each water system that
is identified with a negative result for unaccounted for water.

The response to this question is provided by Bruce Haas.
RESPONSE:
Negative results can occur from several factors, including inaccurate meters (fast or slow)

inaccurate leak estimations, failure to record water used for flushing or maintenance, etc., or in
the case of Tega Cay, timing issues as explained in DR.1-46.



EXHIBIT GCH-4 Page 8 of 12

TEGA CAY WATER SERVICE, INC.
DOCKET NO. 2009-473-WS§S
RESPONSE TO ITEM (1.48)

1.48 Describe Tega Cay’s water audit program.

a) How often is each system evaluated and in what manner?

b) Are meter readers logging instances whereby water is observed in the
meters?

c) Is this information reported to others within Tega Cay for further
evaluation?

d) What action is taken if water is observed in a meter?

€) Arc meter readers logging instances whereby unexplained water is
observed along the route of Tega Cay’s water mains and the utility service
lines?

f) Is this information reported to others within Tega Cay for further
evaluation?

g) What action is taken if water is observed along Tega Cay’s water mains
and the utility service lines?

The response to this question is provided by Bruce Haas/Mac Mitchell.
RESPONSE:

a) Systems are monitored daily for any unusual pumped water volumes. If a higher than normal
volume is observed or an unusual trend showing increasing pumped amounts, operators will
begin to look for leaks or other factors that might account for the extra volume of water.

b) All three systems use our system operators to read the meters. If they observe water in a
meter box they evaluate the situation and if there is a problem they would note it and any
repairs in CC&B.

c) See™”

d) See “b”

e) These would be logged into the system log books kept at the well houses if they were
determined to be leaks.

f) When leaks are found the estimated volume is reported on monthly reports used for
calculating unaccounted for water.

g) If it is determined to be a leak on our side of the meter Tega Cay would make the necessary
repairs. If the leak is on the customer’s side they would be notified.
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TEGA CAY WATER SERVICE INC.
DOCKET NQ. 2009-473-WS
BATA REQUEST NO.1, RESPONSE TO ITEM 1.49

1.1 For each system identified by Tega Cay in its response to question 1.51, explain
how the quantity of water, if any, used in flushing was determined? For each
system with no amount identified, state whether the system was flushed during the
test year by Tega Cay. If the system was not flushed, provide an explanation of why
it was not flushed. If the system was flushed and no amount for flushing was listed
in response to 1.51, explain why no quantity for flushing was listed.

The response to this question is provided by Bruce Haas.

RESPONSE:

Flushing volumes are estimated by subtracting the average gallons pumped on days without

flushing from the pumped volume on the day of flushing. Typically, all systems are flushed at
least annually.
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TEGA CAY WATER SERVICE INC,
DOCKET NO. 2009-473-WS
PBATA REQUEST NO.1, RESPONSE TO ITEM 1.50

1.4 For each system identified in Tega Cay’s response to 1.51 with a positive
unaccounted for water for more than three consecutive months, specify the
beginning period (month and year) and ending period when the system did not show
a positive unaccounted for water calculation. What action was taken, if any, by
Tega Cay in response to the positive unaccounted for water for each system?

The response to this question is provided by Bruce Haas.
RESPONSE:
A positive unaccounted for water percentage would be considered normal for water systems. See
spreadsheet provided regarding any positive vs. negative numbers. Following implementation of

CC&B, no additional steps were taken with these systems beyond standard operating procedures
when leaks may have occurred, were located and repaired expeditiously.
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Water Production v. Water Sold

DATE: January - December 2008
REGION: South Carolina - -
WATER USED OR LOST
Water WWTP Main Filters/ tsl Water Total Unaccounted! Percent
Sub # Subdivision Produced & Other |[Flushing|Breaks/Leaks| Softeners |Adjustments| Sold/Active| Water Sold| For Water |Unaccounted
Jan__ |TEGA CAY 10,058,000 975,010 38,500 103,000 16,246,178| 16,246,178 -7.304,688 -72.63%
Feb |TEGA CAY 9,506,000 846,270 3,000 4,800 41,280 41,280 8,610,850 90.58%
Mar |TEGA CAY 8,705,000 909,590 1,500 7,000 14,496,527| 14,496,527 -6,709,617 -77.08%
Apr  |TEGA CAY 9,674,000] 1,015,090 1,000 3,500 11,530 11,530 8,642,880 89.34%
May |TEGA CAY 9,841,000 963,164 4,000 -9,285{ 15,623,568 15,614,283 -6,740,447 -68.49%
June |TEGA CAY 12,253,000 976,796 1,000 6,000 10,102,891] 10,102,891 1,166,313 9.52%
July JTEGA CAY 11,713,000]  1.032,150 4,500 25,000 9,964,207| 9,964,207 693,143 5.91%
Aug [TEGA CAY 12,382,000] 1,141,304] 25,000 91,000 9,831,374} 9,831,374 1,293,322 10.45%
Sept |TEGA CAY 11,955,000] 1,070,274 7,500 130,000 10,687,859 10,687,859 59,367 0.50%
Oct  |TEGA CAY 10,995,000 991,550 3.000 9,000 8,776,405] 8,776,405 1,215,045 11.05%
Nov [TEGA CAY 10,860,000] 1,097,485 1,000 5,000 7.309,769f 7,309,769 2,446,746 22.53%
Dec [TEGA CAY 9,894,500 904,578 4,000 1,000 7,308,858 7,308,858 1,676,064 16.94%
TOTAL 127,842,500] 11,923,261] 90,000 389,100 -9,285| 110,400,446 110,391,161 5,048,978 3.95%
* River Hills - York County meters not functioning. Repairs should be made in February.
W2010 Page 10of 1
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Oy B

the data. A review of the data indicates the WWTP has consistently met the pe 1hlmltat10ns
with the exception of minimum pH and fecal coliforms. The facility has violated the minimum
pH requirement twice,yonce on the July 1997 DMR and once during a site inspection by
SCDHEC on July 22, 1998. As mentioned in the description pH is adjusted manually by the
addition of soda ash to the wastewater. The low pH is most likely caused by the consumption of
alkalinity in the extended aeration process in the summer months. The high fecal coliform count
is due to not adding sufficient chlorine in the effluent to meet the limits. It was noted in the
inspection that there are no dechlorination facilities at this WWTP so in order to not exceed the
maximum chlorine residual limits the dosage is adjusted down which in turn causes the facility
to exceed the coliform limits.

The permitted flow for the facility is 1.0 MGD however, at this time the WWTP is designed for
0.25 MGD. A graphical presentation of the flow data is presented in Figure 3-4.

As with the other WWTPs the facility was last inspected by SCDHEC on November 5, 1997 and
received a satisfactory rating. The WWTP also received a satisfactory rating for the inspection
on July 22, 1997. However, again it was noted that daily pH and DO readings were not being
performed and the minimum pH was not maintained. Appendix B contains a copy of the
NPDES permit and the SCDHEC inspection reports.

3.7 INFLOW/INFILTRATION ANALYSIS

As part of the wastewater system analysis, desktop I/ study was performed to estimate the
amount of extraneous wastewater flows entering the system. This analysis compared monthly
wastewater flows to total monthly rainfall as measured at the WWTP from January 1993 to
December 1998. Lift station runtimes were also compared to rainfall from January 1997 to
December 1998. This approach will determine on a macro scale the amount of I/I entering the
system. Wet weather infiltration is defined as increased flow due to percolation of rainfall
through the soil into defective pipes, joints, connections, manholes and lift station wetwells.
Infiltration is characterized by a gradual increase in influent flow coincident with rainfall
followed by a gradual diminution of flow until a return to normal conditions is achieved.
Infiltration may also be present on a consistent basis for pipes that are located beneath the
seasonal low water table. Inflow directly enters the system and is characterized as having an
immediate effect on the flow experienced through the system.

ATW/tm/dt/cb/dg/reports/r-1/section3.rpt
HAI#98-459.01 3-32 030399
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%
The first step in identifying I/l is to compare water usage to wastewater ge;i"féféti;n rates. In
typical systems water usage is approximately 15% less than wastewater generation. Table 3-11
presents the annual average water and wastewater flows per SFE for 1997 and 1998. The
analysis of the data shows that wastewater flows exceed water demand on an annual average
basis. In order to quantify the flow that can be attributed to I/, the 1998 and 1997 water
demands were adjusted by 15% to determine a typical wastewater flow. The difference between
the typical and actual flows provides some estimate of the amount of I/l in the system. Table 3-
11 presents this calculation. Approximately 68,000 to 100,000 gpd of the total wastewater flow

is identified as I/I using this method. This equates to 19 to 27% of the total wastewater flow.

A measure of the I/l to total wastewater flow was conducted to determine the sensitivity of
wastewater flow as measured at the WWTP's to rainfall. Figure 3-5 presents a graph of the flows
at all three WWTPs to rainfall. The flows at each WWTP exhibit some increase with increasing
rainfall. A similar analysis was conducted on the lift stations comparing pump runtime to
identify which areas of the collection system are most susceptible to I/I. However, it should be
noted that since many lift station flows are repumped to other lift stations flow peaks may have a
cascading effect on several stations. Specific graphs of each of the 20 lift stations is provided in
Appendix C. From the analysis the flowing lift stations appear to be most affected by rainfall:

Number Location
1 1077 Gaugin Lane
2 2087 Merguesas Avenue
4 4013 Windward Drive
5 7001 Tega Cay Drive
6 27056 Catamaran Drive
8 8021 Paler Court
9 9043 Spanish Wells
10 10012 Bora Bora
13 8022 Kitridge Bay
14 WWTP #2
15 WWTP #3
17 29023 Beaver Run

Twelve lift stations consistently exhibit high pump runtimes during months of high rainfall. It is
recommended that further I/I repairs focus on the collection systems serving these areas.

ATW/tm/dt/cb/dg/reports/r-1/section3.rpt
HAI#98-459.01 3-34 030399
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Table 3-11

Tega Cay Water Service, Inec.
Comparison of Water Demands and Wastewater Flows

Water SFE's

Water Average Demand (gpd)

Water Demand/SFE

Wastewater SFE's

Wastewater Average Flow (gpd)
Wastewater Flow (gpd/SFE)

Projected Wastewater Flow (gpd/SFE)
Difference (gpd/SFE)

Total Wastewater Flow attributed to I/I (gpd)

ATW/dt/cb/dg/reports/r-1/table3-11 Ipt
HAI #98-459.01
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Water and wastewater industry annual | DOCKET NO. 080006-WS
reestablishment of authorized range of return | ORDER NO. PSC-08-0846-FOF-WS
on common equity for water and wastewater | ISSUED: December 31, 2008
utilities pursuant to Section 367.081(4)(f), F.S.

The following Commissioners participated in the disposition of this matter:

MATTHEW M. CARTER II, Chairman
LISA POLAK EDGAR
KATRINA J. McMURRIAN
NANCY ARGENZIANO
NATHAN A. SKOP

APPEARANCES:
MARTIN S. FRIEDMAN, ESQUIRE, c/o Rose, Sundstrom & Bentley, LLP,

2180 West State Road 434, Suite 2118, Longwood, Florida 32779
On behalf of UTILITIES INC. (Utilities, Ine.).

CHARLIE BECK, ESQUIRE, c/o The Florida Legislature, 111 West Madison
Street, Room 812, Tallahassee, Florida 32399-1400
On behalf of Office of Public Counsel(OPC).

JEAN E. HARTMAN, ESQUIRE, Florida Public Service Commission, 2540
Shumard Oak Boulevard, Tallahassee, Florida 32399-0850
On behalf of the Florida Public Service Commission (Staff).

ORDER APPROVING METHODOLOGY AND ESTABLISHING AUTHORIZED RANGE
OF RETURNS ON COMMON EQUITY FOR WATER AND WASTEWATER UTILITIES

BY THE COMMISSION:

Background

Section 367.081(4)(f), Florida Statutes (F.S.), authorizes us to establish, not less than
once each year, a leverage formula to calculate a reasonable range of returns on equity (ROE) for
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water and wastewater (WAW) utilities. In Docket No. 070006-WS, we established the current
leverage formula by Order No. PSC-07-0472-PAA-WS.

On May 8, 2008, our staff filed a recommendation asking us to approve the
recommended 2008 leverage formula. At the May 20 Agenda Conference, after hearing from
Commission staff and from counsel of the Office of Public Counsel (OPC) and Utilities, Inc.
(UI), we decided that it would be appropriate and administratively efficient to set the
establishment of the 2008 leverage formula for WAW utilities directly for hearing,

A prehearing conference was held October 13, 2008, and Prehearing Order No. PSC-08-
0702-PHO-WS was issued on October 21, 2008. The formal hearing was held on October 23,
2008. OPC and Ul sponsored witnesses and participated at the hearing.

This Order addresses the issues and evidence presented at the October 23, 2008 hearing.
We have jurisdiction pursuant to Section 367.081, Florida Statutes.

Appropriate Methodology

Witness James A. Rothschild, testifying on behalf of the OPC, employed two cost of
capital models in his analysis. He applied the Discounted Cash Flow (DCF) model to the natural
gas index set forth by us in Order No. PSC-01-2514-FOF-WS (2001 Order).? A hearing was last
held by us on our WAW ROE leverage formula methodology in 2001. Each year since the 2001
Order, we have updated the WAW ROE leverage formula for current financial information.
Witness Rothschild applied a modified version of the Capital Asset Pricing Model (CAPM) to
ten groups of companies selected from the Ibbotson Associates 2008 Yearbook. The results of
these analyses and the application of his professional judgment led the witness to suggest
revisions to the DCF and CAPM methods used by Commission staff in its recommendation filed
May 8, 2008.

Although witness Rothschild has some differences of opinion regarding certain inputs to
the DCF and CAPM methods used by us, those differences do not extend to the use of the DCF
and CAPM as appropriatc financial models, nor do the differences extend to the use of the
comparative group of gas companies for his analyses. Witness Rothschild agrees with the use of
a DCF model applied to the natural gas index as set forth in the 2001 Order.

Witness Pauline M. Ahern, appearing on behalf of UI, testifies that the results of the
leverage formula included in our staff's May 8, 2008, recommendation are reasonable for
establishing a return on equity for WAW utilities in Florida. Witness Ahern determined the
appropriateness of the allowed return on common equity incorporated in staff’s recommendation
by applying four cost of capital models. She applied the DCF model, CAPM, Risk Premium

' Order No. PSC-07-472-PAA-WS, issued June 1, 2007, was consummated and made final by Order No. PSC-07-
0526-CO-WS, issued June 25, 2007.

? Order No. PSC-01-2514-FOF-WS, issued December 24, 2001, in Docket No. 010006-WS, In re; Water and
wastewater industry annual reestablishment of authorized range of return on common equity of water and
wastewater utilities pursuant to Section 367.081(4)(f). F.S..
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Model, and the Comparable Earnings Model to the market data of a proxy group of AUS Ultility
Reports water companies as well as the companies in the natural gas proxy group.

Witness Ahern does not agree with the modifications to the application of the DCF model
recommended by witness Rothschild. She believes his recommended changes to the inputs to
the DCF and CAPM would inappropriately understate the required return on equity for WAW
utilities in Florida.

Both witnesses agree that the DCF model is an appropriate model for estimating a fair
and reasonable return on a WAW utility’s common equity capital. Both witnesses also agree that
the CAPM is an appropriate model for estimating a fair and reasonable return on a WAW
utility’s common equity capital. While witness Rothschild agrees that the DCF model and
CAPM should be used to estimate return, he suggests certain modifications be made to our
application of the CAPM. Witness Ahern testifies the models used in our current leverage
formula methodology are fair and reasonable.

Witness Rothschild opposes the use of analyst forecasts of growth rates in the DCF
model used to calculate the risk premium input for the CAPM. Witness Ahern disagrecs,
claiming that witness Rothschild provides no basis for this assertion. Witness Ahern calculated
risk premium cost rates using both versions of the DCF model. This analysis concluded that the
difference in the average common equity cost rate as well as the median equity cost rate for the
two models was .05%. In addition, the results of both models were lower than witness
Rothschild’s DCF model results.

Based on an analysis of this issue and review of the witnesses’ testimonies, we find that
the DCF and CAPM models continue to be the most appropriate methods to estimate the return
on common equity capital for WAW utilities in Florida. Therefore, based on the record in this
proceeding, we find that the most appropriate models to estimate a fair and reasonable return for
a WAW utility for inclusion in the leverage formula are the DCF model and the CAPM.

Individual Utility’s Equity Ratio

OPC and Ul both agree that the leverage formula should take into account an individual
utility’s equity ratio in the determination of ROE. Historically, our WAW ROE leverage
formula has specifically adjusted the cost of equity consistent with a utility’s capital structure.
We agree with the position of the parties on this issue and find it is appropriate that the leverage
formula methodology continue to take into account an individual utility’s equity ratio in the
determination of return on equity.

The Cost of Debt

OPC witness Rothschild testifies that the leverage formula methodology should take
into account the change to the cost of debt in response to changes in the level of common equity
in a utility’s capital structure. He believes that, when computing the overall cost of capital for a
particular company, both the cost of equity derived from the leverage formula that is consistent
with the subject company’s capital structure and the actual embedded cost of debt of the subject
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company must be used. Witness Rothschild argues that the work done by Modigliani and Miller
is generally regarded as the breakthrough work on the relationship between capital structure and
cost of capital, and that this work forms the basis for the leverage formula used by us.> Witness
Rothschild argues that Modigliani and Miller showed that, if it were not for income taxes and
bankruptcy risk, the capital structure selected by a company would have no impact on the overall
cost of capital. Witness Rothschild believes that the cost of debt must vary in response to
changes in the level of common equity in a utility’s capital structure since the overall cost of
capital remains constant over different capital structures and the cost of equity varies depending
on the equity ratio. He asserts that the relationship between bond ratings and capital structure for
the natural gas index shows that the cost of debt does vary in relation to the equity ratio.

Rather than merely assign the same cost of capital to all WAW utilities, witness
Rothschild notes the concept behind the leverage formula begins by recognizing that each utility
uses a different capital structure. He believes that, because utilities use different capital
structures, even if the overall cost of capital were the same from company to company, the cost
of equity would change due to variations in the capital structures used. In other words, the
witness believes two WAW companies that have the same business risk will have different
financial risk if they use different capital structures. He states that the Modigliani and Miller
principle tells us that as the percentage of common equity goes up, financial risk goes down,
which causes both the cost of debt and the cost of equity to go down. Witness Rothschild argues
that the expectation of the lower cost of debt must be modeled into the determination of the
leverage formula for it to produce a correct answer.

UI witness Ahern testifies that holding the debt cost rate constant for purposes of deriving
the WAW ROE leverage formula is reasonable for two reasons. First, she states that the revenue
requirement formula ensures that the regulated utility will receive sufficient earnings to
compensate for the expenses it incurs to service both its debt and equity obligations. Witness
Ahern adds that, in the ratemaking process, the embedded cost of debt is utilized in the
calculation of the overall rate of return. In addition, she states that the cost of debt is a function
of many factors. The bond rating process itself indicates that bond ratings are not simply and
exclusively a function of debt ratios, especially historical or point in time debt ratios.

Witness Ahern testifies that the current leverage formula assumes that if Florida WAW
utilities had bonds which were rated, they would be rated Baa3 by Moody’s, which is equivalent
to a BBB- by Standard & Poor’s (S&P). She notes the bond rating process is comprehensive,
both qualitative and quantitative, and does not focus exclusively on the debt ratio. Witness
Ahern explains that the business risk/financial risk matrix indicates that utilities with a BBB-
rating and a weak business risk profile would likely have a modest financial risk profile, and
those with a strong business risk profile would likely have an aggressive financial risk profile.
The range of financial risk indicative ratios published by S&P are shown on page 12 of Exhibit
23. The total debt to total capital indicative ratios for utilities with a modest financial risk profile

? Franco Modigliani and Merton Miller, professors at the Graduate School of Industrial Administration at the
Carnegie Mellon University, in 1958 developed the theorem that forms the basis for modern thinking on capital
structure. The basic theorem states that, in the absence of taxes, bankruptcy costs, asymmetric information, and an
inefficient market, the value of a firm is unaffected by the mix of capital used to finance its operations.
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range from 25 percent to 40 percent, while those with an aggressive financial risk profile range
from 45 percent to 60 percent. Witness Ahern asserts that utilities with BBB- bond ratings by
S&P (and Baa3 by Moody’s) could have debt ratios ranging from 25 percent to 60 percent and
still maintain the BBB- (Baa3) bond rating. Based on this review, witness Ahern concluded it
was not necessary to allow the cost rate of debt to vary in the derivation of our WAW ROE
leverage formula.

We agree with witness Ahern that it is not necessary to allow the cost rate for debt to vary
in the derivation of the leverage formula. Both witnesses agree the primary purpose of our
WAW ROE leverage formula is to provide an easily-applied mechanism to avoid the expense
and burden of hiring expert cost of capital witnesses for each WAW proceeding. In addition to
the reasons offered by witness Ahern for why such an adjustment is not necessary, from a
practical standpoint, we find it would be administratively burdensome to recalibrate the WAW
ROE leverage formula each time it is used. For these reasons, we do not find it is necessary to
vary the cost rate of debt in the derivation of our WAW ROE leverage formula.

Before-Tax or After-Tax Cost of Capital

OPC witness Rothschild testifies that the determination of the leverage formula should be
based on a before-tax cost of capital. In his opinion, this will provide the cost of equity as
experienced by equity investors. Witness Rothschild states that it is important that we use the
before-tax cost of capital so customers are not harmed by excessive use of equity in the capital
structure of WAW utilities in Florida. He states that, if our goal is to compute the cost of equity
as experienced by equity investors, the overall cost of capital that should be held constant is the
one determined prior to consideration of income taxes. He asserts that, since a utility is only
entitled to recover prudently incurred costs, absent a showing of why a particular company
cannot finance its rate base with a reasonable amount of debt, a company is only entitled to
charge ratepayers for a leverage formula-determined cost of capital that considers the real-world
impact of taxes. Witness Rothschild believes that, if there is a utility with a special situation that
could explain why it is appropriate for it to use an excessively high level of common equity in its
capital structure, it could ask us to give it a return in excess of the amount determined by the
leverage formula. Without such a showing, it would be inappropriate to charge ratepayers the
higher cost of an inherently inefficient capital structure.

Witness Rothschild contends that, if we do not use the before-tax cost of capital, the
leverage formula would fail to include the effect of income taxes. He believes the version of the
formula that fails to include the effect of income taxes would not make the capital structure
selected indifferent to ratepayers. According to his reading of Modighiani and Miller’s paper,
there is an optimal capital structure when income taxes are taken into account. If a company
uses too much or too little equity, inefficiency is produced.

Witness Rothschild believes that regulation should be a substitute for competition. He
asserts that if a company uses an inefficient capital structure and its competition is using an
efficient capital structure, the one using the inefficient capital structure will earn a lower return.
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It is witness Rothschild’s opinion that using a before-tax cost of capital in the leverage formula
provides this result, and that the use of an after-tax cost of capital will not.

UI witness Ahern testifies that the determination of the leverage formula should be based
on an after income tax overall cost of capital. She states that to do otherwise assumes the
revenue cost of capital is identical over an equity ratio range of 40 percent to 100 percent, which
is not the case. Witness Ahern agrees with witness Rothschild’s summation of Modigliani and
Miller’s principle, stating that “Modigliani and Miller showed that if it were not for income taxes
and bankruptcy risk, the capital structure selected by a company would have no impact on the
overall cost of capital.” However, by holding the before income tax overall cost of capital
constant, witness Ahern testifies that witness Rothschild’s recommendation results in the exact
opposite, and that differing amounts of debt and equity in the capital structure have absolutely no
impact on the revenue cost of capital. This led witness Ahern to recommend that we reject
witness Rothschild’s proposal that the before income tax overall cost of capital be held constant
in the leverage formula.

We find that witness Rothschild has an incomplete understanding of Modigliani and
Miller’s work in this area. While it is true the 1958 paper by Modigliani and Miller that first put
forth the principle upon which our leverage formula is based was done so without consideration
of taxes, Modigliani and Miller published a number of follow-up papers discussing this principle.
Their continued work in this area showed that when corporate and personal taxes are considered,
the results lead to the same conclusions Modigliani and Miller reached in their earlier paper.
Since the results are the same with or without consideration of taxes, it is not necessary to
explicitly consider taxes when determining the relationship between financial leverage and the
cost of equity.

In addition to the infirmities witness Ahern identified in the application of witness
Rothschild’s recommended leverage formula, she also correctly notes that his recommendation
on this issue would result in a constant revenue cost of capital over the 40 to 100 percent equity
ratio range. We find that not only is this outcome inappropriate for the reasons outlined in
witness Ahern’s testimony and discussed above, this exact same argument was considered and
rejected by us in Order No. 19718 when raised by witness Rothschild in the 1988 hearing on our
WAW ROE leverage formula.*

Finally, while witness Rothschild does raise a valid concern regarding the impact a high
equity ratio has on a company’s cost capital, his argument is off point in the instant case. There
are examples of utilities in other industries regulated by us that have the same ROE but have
different equity ratios.” The companies with the higher equity ratios have higher costs of capital

* Order No. 19718, issued July 26, 1988, in Docket No. 880006-WS, In re: Establishment of Authorized Range of
Return on Common Equity for water and sewer utilities Pursuant to Section 367.081(4)(f). Florida Statutes.

3 Order No. PSC-0902-S-E1, issued September 14, 2005, in Docket No. 050045-EIl, In re: Petition for rate increase
by Florida Power & Light Company, Order No. PSC-05-0945-S-El, issued September 28, 2005, in Docket No.
050078-El, In re: Petition for rate increase by Progress Energy Florida, Inc., Order No. PSC-02-0787-FOF-EI,

issued June 10, 2002, in Docket No. 010949-El, In re: Request for rate increase by Gulf Power Company, and
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by operation of math and these higher costs are recovered from their respective customers.
However, the WAW ROE leverage formula specifically adjusts the cost of equity based on the
financial leverage of the subject company. Therefore, the issue witness Rothschild raised about
recovering the cost resulting from an inefficient capital structure from a utility’s customers i1s
unwarranted with respect to WAW utilities in Florida.

For the foregoing reasons, we find it appropriate that the determination of the leverage
formula continue to be based on an after-tax cost of capital.

Bond Yield Differential Adjustment

OPC witness Rothschild testifies that when a utility issues a bond, the bond yield or
interest expense the utility must pay on the bond is related to the risk bond investors perceive to
be associated with the bond. He also states that, while numerous factors contribute to the
determination of a bond rating, important factors such as the coverage ratio and internal cash
generation are influenced by the capital structure, i.e. the degree of financial leverage used by a
utility. Witness Rothschild believes that interest expense increases when a company increases
the percentage of total debt financing in its capital structure. In addition, he argues that because
of higher interest expense and fewer dollars of equity, both the income available to equity and
the associated income taxes decrease. This leads witness Rothschild to believe that higher
interest expense, lower income available to common shareholders, and lower income taxes all
result in a lower coverage ratio. It is witness Rothschild’s opinion that this increase in risk
experienced by equity holders is the same risk measured by the leverage formula. Therefore, he
concludes that adding a factor for the anticipated higher cost of debt 1s a double-count.

Witness Rothschild claims that when there is a lower amount of equity in the capital
structure of the natural gas index, the bond rating of the company is lower. This leads him to
believe that no additional bond yield differential should be made because increased risk from a
higher proportion of debt in the capital structure is already reflected in the bond rating of the
company.

Ul witness Ahern testifies that it is appropriate to include a bond yield differential
adjustment in the cost of common equity calculation in the leverage formula because the bond
yield differential reflected in the debt cost rate only compensates bond holders for the increased
riskiness inherent in Baa3 public utility bonds, relative to the riskiness inherent in A rated public
utility bonds. She believes it is neither necessary nor appropriate to change the debt cost rate as
common equity ratios change. Therefore, witness Ahern believes that there is no mechanism in
the leverage formula to compensate common equity holders for their increased risk exposure for
investing in the common equity of utilities with Baa3 rated bonds.

We find that it is appropriate to make a bond yield differential adjustment in the
derivation of our WAW ROE leverage formula. The average bond rating for the natural gas
index is A. The assumed bond rating for the average WAW utility in Florida is Baa3. By failing

Order No. PSC-95-0580-AS8-El, issued May 10, 1995, in Docket No. 950379-El, In re: Investigation into the
earnings for 1995 and 1996 of Tampa Electric Company.
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to appropriately recognize this incremental difference in risk between the companies in the
natural gas index and the average WAW utility in Florida, witness Rothschild’s recommended
leverage formula produces results that understate the required return for these utilities. For these
reasons, we find it appropriate to continue to make a bond yield differential adjustment as
reflected in Attachment A to this Order.

Private Placement Premium Adjustment

OPC witness Rothschild testifies that there are a sufficient number of investors, such as
retirement funds and life insurance companies, that plan to hold an investment to maturity and
have no reason to expect a private placement premium. Witness Rothschild states that he
attempted to find studies that evaluated the cost difference between private placement and public
placement debt. The only study he said he was able to find was a working paper entitled
“Financial Contracting and the Choice between Private Placement and Publicly Offered Bonds,”
dated November, 2004, by Simon H. Kwan of the Economic Research Department of the Federal
Reserve Bank of San Francisco and Willard T. Carleton of the Department of Finance at the
University of Arizona. The authors concluded:

Finally, we find evidence that borrowers self-select their debt issuance choice to
minimize financing costs. However, switchers that issue debt in both markets do
not realize significant cost savings by issuing bonds in the private market.

Witness Rothschild believes this shows that the private placement alternative is selected when
the borrower perceives an opportunity to experience a lower cost of debt rather than as a
mechanism for higher cost.

UI witness Ahern testifies that it is appropriate to include a private placement premium in
the cost of common equity calculation in the leverage formula because investors demand
compensation for the lack of liquidity experienced with this type of debt relative to large, readily
saleable publicly traded debt. She states that privately placed debt is typically held to maturity
and does not, by definition, have a public market in which it is traded. This leads witness Ahern
to believe that holders of privately placed debt require a higher return than holders of publicly
held debt, and that this higher return premium must be reflected in the common equity cost rate.

We agree with witness Rothschild that companies that have access to both publicly and
privately placed debt may not realize significant cost savings between the two forms of
financing. However, witness Rothschild failed to demonstrate that the average Florida WAW
utility is capable of accessing both public and private financing. Witness Rothschild, when
asked whether he could identify any WAW utility under our jurisdiction that has issued equity
through private placement, stated that he had not studied the issue. He also admitted that he did
not specifically study the small WAW utilities in Florida to which the leverage formula is
legislatively mandated to apply. In addition, we find that the average WAW utility in Florida
does not have access to public financing, The fact that an average WAW utility in Florida
cannot access public financing justifies the inclusion of a private placement premium adjustment
to compensate for the lack of liquidity and the higher cost of financing of privately placed debt.
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For these reasons, we find that that it is appropriate to continue to make a private placement
premium adjustment of 50 basis points as reflected in Attachment A to this Order.

Small-Utility Risk Premium Adjustment

OPC witness Rothschild testifies that investors only demand compensation for the risk a
company has in relation to the overall market. He believes the information from Ibbotson
Associates 2008 Yearbook (SBBI) proves that small companies have provided higher returns
since 1926, but these returns can be explained by higher betas of the companies. Witness
Rothschild states the data indicates that if a small company has a lower beta it would also have a
lower expected return, and this proves there is no reason for a small company to require a higher
return due to its size.

Witness Rothschild testifies that risks typically faced by small firms would not be
replicated for a regulated public utility. He believes an unregulated, small firm is more likely to
have one or only a few key products that could be subject to obsolescence or vulnerable to attack
from a larger, more powerful competitor. However, witness Rothschild also argues that
regulated WAW utilities should not fear competition because they have the protection of
territorial monopolies, and they have products with no chance of becoming obsolete. For these
reasons, he believes there is no small company premium.

Ul witness Ahern testifies that it is appropriate to include the small-utility risk premium
in the cost of common equity calculation because size is a factor which affects business risk and
must be reflected in the common equity cost rate in the leverage formula. She states that smaller
companies are less capable of coping with significant events which affect sales, revenues, and
earnings. Witness Ahern argues that the loss of revenues from a few large customers, for
example, would have a greater effect on a small company than on a much larger company with a
larger customer base. She states that the average WAW utility under our jurisdiction is a small,
regulated utility. Witness Ahern believes the allowed overall costs of capital and fair rates of
return applied to these companies must reflect the impact of their small size on the common
equity cost rate. She testifies that size is an important factor which affects common equity cost
rates and the Florida WAW utilities, including Utilities, Inc., on a consolidated basis. Witness
Ahern states that these are significantly smaller companies than the average company in the
natural gas index whose market data are utilized in the derivation of the WAW ROE leverage
formula.

Witness Ahern testifies that a comparison of Florida WAW utilities to the natural gas
index used in the leverage formula indicates a small size premium of 428 basis points or 4.28
percent. This premium is based upon data contained in Chapter 7 of SBBI entitled, “Firm Size
and Return.” Based on this analysis, witness Ahern believes the 50 basis point small utility risk
premium currently included in our WAW ROE leverage formula is an extremely conservative
estimate of the adjustment needed to reflect the business risk differential between Ultilities, Inc.,
the average Florida WAW utility, and the natural gas index.
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With respect to large, publicly traded companies with investment grade credit ratings,
relative to small, publicly traded companies with investment grade credit ratings, we agree with
witness Rothschild that it is not necessary to recognize a premium for the difference in size.
However, with respect to large, publicly traded companies with investment grade credit ratings,
relative to extremely small companies without access to the public debt or equity markets, we
agree with witness Ahern that a small utility risk premium adjustment like the one included in
our current WAW ROE leverage formula is appropriate and necessary. We agree with witness
Ahern that the average WAW utility in Florida is significantly smaller than the average company
in the natural gas index whose market data are utilized in the derivation of the WAW ROE
leverage formula. As such, the loss of revenues from a few large customers would have a greater
effect on a small company than on a much larger company with a larger customer base. For
these reasons, we find that it is appropriate for us to continue to include a small utility risk
premium of 50 basis points in the cost of common equity calculation in the leverage formula as
reflected in Attachment A to this Order.

Whether the Leverage Formula Methodology Should be Updated

OPC witness Rothschild testifies that the existing leverage formula fails to consider that
the cost of debt changes along with the cost of equity as capital structure changes. In addition,
he believes the existing leverage formula does not recognize the real-world impact of income
taxes as a critical part of capital structure selection. Finally, witness Rothschild believes the
results of the DCF and CAPM analyses overstate the return on equity for WAW utilities in
Florida.

Witness Rothschild states that for the leverage formula to be appropriate, it is critical for
us to change the form of the leverage formula. Witness Rothschild recommends the following
leverage formula be applied:

k =(0CC-D (1-ER))/ER
where
k = cost of equity

D = cost of debt, determined as a function of the percentage of equity in the capital
structure

OCC = overall cost of capital
ER = equity ratio

Witness Rothschild notes that if a utility has characteristics that make it particularly different
from the average Florida WAW utility, it may make the argument that the leverage formula
should not apply to it.
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UI witness Ahern testifies that the results of the current leverage formula are reasonable
for establishing a return on common equity for WAW utilities in Florida. She concludes that,
while witness Rothschild’s argument that the cost of debt varies with leverage is theoretically
valid, it is not necessary to make this change to our leverage formula methodology. Witness
Ahern believes our assumption that the debt cost rate is constant over a common equity range of

40% to 100% is reasonable.

Witness Ahern testifies that witness Rothschild’s recommendation to base the derivation
of the WAW ROE leverage formula on the before-tax cost of capital would result in a constant
revenue cost of capital and therefore is inappropriate. This same argument has been previously
considered and rejected by us in Order No. 19718.

Witness Ahern testifies that witness Rothschild’s DCF and CAPM analyses are flawed
and result in returns that are inadequate for determining the required ROE for WAW utilities in
Florida. She states that because of the numerous deficiencies in these analyses, his
recommended changes to our WAW ROE leverage formula should be rejected.

The witnesses agree the concept of a leverage formula is a creative, innovative approach
to streamline rate proceedings for Florida WAW utilities. Witness Ahern notes that
approximately two-thirds of the WAW utilities in Florida reported annual revenues equal to or
less than $200,000 in 2007. She argues that it would be cost prohibitive for each of these utilities
to hire cost of capital experts for a rate case. Witness Ahern believes these utilities represent the
average WAW utility in Florida to which the leverage formula is intended to apply.

Witness Ahern testifies that the results of the leverage formula proposed by our staff in
its May 8, 2008 recommendation is reasonable. The results indicated by witness Rothschild’s
recommended leverage formula are much lower than the returns authorized for other regulated
entities in Flonida. Therefore, we find it inappropriate to accept witness Rothschild’s proposed
leverage formula.

Based on this analysis, as well as our analysis in previous issues, we find the following
leverage formula methodology shall be applied:

Return on Common Equity = 7.36% + 2.123/Equity Ratio

Where the Equity Ratio = Common Equity / (Common Equity + Preferred Equity +
Long-Term and Short-Term Debt)

Range: 9.48% @ 100% equity to 12.67% @ 40% equity
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The Appropriate Range of Returns on Common Equity for Water and Wastewater Pursuant to
Section 367.081 (4)(f), Florida Statutes

Two witnesses presented testimony 1in this proceeding regarding the appropriate range of
returns on common equity for WAW utilities pursuant to Section 367.081(4)(f), F.S. OPC
witness Rothschild recommends a number of changes to our current methodology for
determining the range of returns on equity for WAW utilities. He determined ROE estimates
based on the DCF model and the CAPM of 9.42%-9.43% and 9.37%, respectively. Witness
Rothschild’s recommended leverage formula results in a range of returns on equity of 6.52% at
100 percent equity and 10.53% at 40 percent equity.

UI witness Ahern testifies that the results of our staff’s recommended leverage formula
are reasonable for establishing the ROE for WAW utilities in Florida. Although she did not
recommend an ROE for purposes of this proceeding, witness Ahern did perform an analysis that
indicated ROE estimates of 11.47% based on the DCF model and 12.20% based on the CAPM.
Based on her analysis, witness Ahern concludes that the results of the staff recommended WAW
ROW leverage formula are reasonable if not conservatively low.

The statutory principles for determining the appropriate rate of return for a regulated
utility are set forth by the U.S. Supreme Court in its Hope and Bluefield decisions.® These
decisions define the fair and reasonable standards for determining rate of return for regulated
enterprises. Namely, these decisions hold that the authorized return for a public utility should be
commensurate with returns on investments in other companies of comparable risk, sufficient to
maintain the financial integrity of the company, and sufficient to maintain its ability to attract
capital under reascnable terms.

Each of witness Rothschild’s recommended adjustments to our methodology for
determining the WAW ROE leverage formula has been discussed in detail previously. Rather
than repeat those arguments and the rebuttal testimony to each adjustment offered by witness
Ahern, we will briefly summarize the primary defect in witness Rothschild’s testimony and the
basis for our finding in the instant issue.

While witness Rothschild correctly begins his analysis by applying generally accepted
financial models to an index of regulated natural gas companies as a proxy for WAW utilities,
his end result is compromised by his failure to recognize the significant difference in risk
between the average company in the proxy group and the average WAW utility in Florida. It
was repeatedly demonstrated that witness Rothschild lacks a thorough understanding of the
WAW utilities under our jurisdiction that are the subject of this proceeding. The proxy group
contains large companies that are all publicly traded, all have investment grade bond ratings, and
all have annual revenue at or above $1 billion. In contrast, the group of WAW utilities under the
our jurisdiction is comprised of numerous small companies. Of the 267 certificated WAW
utilities under our jurisdiction, 176 or 66 percent have annual revenues less than $200 thousand.
Of this same group, 247 or 88 percent have annual revenues less than $1 million. Witness

¢ Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591 (1944) and Bluefield Water Works &
Improvement Company v. Public Service Commission of West Virginia, 262 U.S. 679 (1923).
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Rothschild could not identify any WAW utility in Florida that has an investment grade bond
rating. With the exception of Aqua America, witness Rothschild could not identify any WAW
utility in Florida that has publicly traded equity. By basing his recommended leverage formula
on the indicated ROE for a group of large, publicly traded natural gas companies without making
any adjustment for the difference in risk between the proxy group and the average WAW utility
in Florida, witness Rothschild’s recommended range of returns significantly understates the
required return on equity for the WAW companies under our jurisdiction.

The inadequacy of the indicated returns from witness Rothschild’s recommended
leverage formula is readily apparent when our recent decisions are considered. In Order No.
PSC-08-0436-PAA-GU, we approved an authorized ROE of 11.0% for St. Joe Natural Gas
Company.7 If St. Joe’s 60 percent equity ratio were plugged into witness Rothschild’s
recommended leverage formula, the indicated return would have been 8.46%. In contrast, our
staff’s recommended leverage formula indicates an ROE of 10.9% for a utility with an equity
ratio of 60 percent. Qur analyses above discuss in detail the deficiencies in witness Rothschild’s
approach to developing his recommended leverage formula that cause his recommended returns
to be inadequate.

As noted earlier, both the Hope and Bluefield decisions require regulatory commissions
to authorize returns that are fair, just, and reasonable. Witness Rothschild was unable to cite to
any exceptions in either of these U.S. Supreme Court decisions that support his recommendation
of a leverage formula that would result in authorized returns for WAW utilities that are
systematically significantly less than authorized returns for other regulated companies operating
in the same jurisdiction.

Based on our analysis of the cost of capital testimony presented in this case and our
previous findings, we find it is appropriate to adopt the leverage formula specified above and
presented in greater detail in Attachment A to this Order. We also find it is appropriate for us to
cap returns on common equity at 12.67% for all WAW utilities with equity ratios less than 40
percent. We believe this will discourage imprudent financial risk. This cap is consistent with the
methodology we approved in numerous previous orders regarding the WAW ROE leverage
formula.

Based on the foregoing, it is

ORDERED by the Florida Public Service Commission that the Discounted Cash Flow
Model and the Capital Asset Pricing Model shall be used in the leverage formula to estimate a
fair and reasonable return on common equity capital for a water and wastewater utility. It is
further

ORDERED that the leverage formula methodology shall take into account an individual
utility’s equity ratio in the determination of return on equity. It is further

" Order No. PSC-08-0436-PAA-GU, issued July 8, 2008, in Docket No. 070592-GU, In re: Petition for rate increase
by St. Joe Natural Gas Company. Inc..
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ORDERED that the leverage formula methodology shall not take into account the change
to the cost of debt in response to changes in the level of common equity in a utility’s capital
structure. It is further

ORDERED that the determination of the leverage formula shall be based on an after-tax
cost of capital. It is further

ORDERED that a bond yield differential adjustment shall be used in the leverage formula
methodology as reflected in Attachment A to this Order. It is further

ORDERED that the private placement premium adjustment of 50 basis points shall be
used in the leverage formula methodology as reflected in Attachment A to this Order. It is
further

ORDERED that a small utility risk premium of 50 basis points in the cost of common
equity calculation shall be used in the leverage formula methodology as reflected in Attachment
A to this Order. It is further

ORDERED that the appropriate formula for measuring returns on common equity for
water and wastewater utilities shall be as set forth in the body of this Order. It is further

ORDERED that returns on common equity shall be capped at 12.67% for all water and
wastewater utilities with equity ratios less than 40 percent to discourage imprudent financial risk.
It is further

ORDERED that all findings made in the body of this Order are hereby approved. It is
further

ORDERED that all matters contained in Attachment A of this Order are incorporated
herein by reference. It is further

ORDERED that this docket is a perpetual docket and shall not be closed until next year’s
docket is opened.
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By ORDER of the Florida Public Service Commission this 31st day of December, 2008.

) 51

ANN COLE
Commission Clerk

(SEAL)

JEH

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section 120.569(1), Florida
Statutes, to notify parties of any administrative hearing or judicial review of Commission orders
that is available under Sections 120.57 or 120.68, Florida Statutes, as well as the procedures and
time limits that apply. This notice should not be construed to mean all requests for an
administrative hearing or judicial review will be granted or result in the relief sought.

Any party adversely affected by the Commission's final action in this matter may request:
1) reconsideration of the decision by filing a motion for reconsideration with the Office of
Commission Clerk, 2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-0850, within
fifteen (15) days of the issuance of this order in the form prescribed by Rule 25-22.060, Florida
Administrative Code; or 2) judicial review by the Florida Supreme Court in the case of an
electric, gas or telephone utility or the First District Court of Appeal in the case of a water and/or
wastewater utility by filing a notice of appeal with the Office of Commission Clerk, and filing a
copy of the notice of appeal and the filing fee with the appropriate court. This filing must be
completed within thirty (30) days after the issuance of this order, pursuant to Rule 9.110, Florida
Rules of Appellate Procedure. The notice of appeal must be in the form specified in Rule
9.900(a), Florida Rules of Appellate Procedure.
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JFablic Serfrice Qommission

CAPITAL CIRCLE OFFICE CENTER ® 2540 SHUMARD OAK BOULEVARD
TALLAHASSEE, FLORIDA 32399-0850

-M-E-M-O-R-A-N-D-U-M-

DATE: May 8, 2008
TO: Office of Commission Clerk (Cole)

FROM: Division of Economic Regulation (Springer, Maurey, Bulecza-Banks)
Office of the General Counsel (Hartman)

RE: Docket No. 080006-WS — Water and wastewater industry annual reestablishment
of authorized range of return on common equity for water and wastewater utilities

pursuant to Section 367.081(4)(f), F.S.

AGENDA: 05/20/08 — Regular Agenda — Proposed Agency Action - Interested Persons May
Participate

COMMISSIONERS ASSIGNED: All Commissioners

PREHEARING OFFICER: Argenziano

CRITICAL DATES: 12/30/08 — Pursuant to Section 367.081(4)(f), Florida
Statutes

SPECIAL INSTRUCTIONS: None

FILE NAME AND LOCATION: S:APSC\ECR\WP\080006.RCM.DOC

Case Background

Section 367.081(4)(f), Florida Statutes, authorizes the Commission to establish, not less
than once each year, a leverage formula to calculate a reasonable range of returns on equity
(ROE) for water and wastewater (WAW) utilities. In Docket No. 070006-WS, the Commission
established the current leverage formula by Order No. PSC-07-0472-PAA-WS, issued June I,
2007.
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This staff recommendation utilizes the current leverage formula methodology established
in Order No. PSC-01-2514-FOF-WS, issued December 24, 2001, in Docket No. 010006-WS.
Since then, the Commission has used this methodology in establishing the leverage formula.

This methodology uses returns on equity from financial models based upon an index of
natural gas utilities. In establishing the methodology, the Commission found that relatively few
WAW utilities have actively traded stocks. Furthermore, the available WAW utilities were
heavily influenced by regulation in one state — California — and by merger activity. Therefore,
the Commission has used natural gas utilities as the proxy companies for the leverage formula
since 2001. There are many natural gas utilities that have actively traded stocks and forecasted
financial data. Staff used natural gas utilities that derive at least 55% of their revenue from
regulated rates. These utilities have market power and are influenced significantly by economic
regulation. As explained in the body of this recommendation, the model results based on natural
gas utilities are adjusted to reflect the risks faced by Florida WAW utilities.

The Commission has junisdiction pursuant to Section 367.081, Flonida Statutes.
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Discussion of Issues

Issue 1: What is the appropriate range of retums on common equity for water and wastewater
(WAW) utilities pursuant to Section 367.081(4)(f), Florida Statutes?

Recommendation: Staff recommends that the current leverage formula methodology be applied
using updated financial data. Staff recommends the following leverage formula:

Return on Common Equity = 7.36% + 2.123/Equity Ratio

Where the Equity Ratio = Common Equity / (Common Equity + Preferred Equity + Long-Term
and Short-Term Debt)

Range: 9.48% @ 100% equity to 12.67% @ 40% equity
(Springer)

Staff Analysis: Section 367.081(4)(f), Florida Statutes, authorizes the Commission to establish
a leverage formula to calculate a reasonable range of returns on equity for WAW utilities. The
Commission must establish this leverage formula not less than once a year.

Staff notes that the leverage formula depends on four basic assumptions:

1) Business risk is similar for all WAW utilities;
2) The cost of equity is an exponential function of the equity ratio,
3) The marginal weighted average cost of investor capital is constant over the equity

ratio range of 40% to 100%; and,

4) The debt cost rate at an assumed Moody’s Baa3 bond rating, plus a 50 basis point
private placement premium and a 50 basis point small utility risk premium,
represents the average marginal cost of debt to a Florida WAW utility over an
equity ratio range of 40% to 100%.

For these reasons, the leverage formula is assumed to be appropriate for the average
Florida WAW utility.

The leverage formula relies on two ROE models. Staff adjusted the results of these
models to reflect differences in risk and debt cost between the index of companies used in the
models and the average Florida WAW utility. Both models include a four percent adjustment for
flotation costs. The models are as follows:

e A Discounted Cash Flow (DCF) model applied to an index of natural gas utilities (NG)
that have publicly traded stock and are followed by the Value Line Investment Survey
(Value Line). This DCF model is an annual model and uses prospective growth rates,
The index consists of 10 companies that derive at least 55% of their total revenue from
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gas distribution service. These companies have a median Standard and Poor’s bond
rating of A.

A Capital Asset Pricing Model (CAPM) using a market return for companies followed by
Value Line, the average yield on the Treasury’s long-term bonds projected by the Blue
Chip Financial Forecasts, and the average beta for the index of NG utilities. The market
return for the 2008 leverage formula was calculated using a quarterly DCF model.

Staff averaged the indicated returns of the above models and adjusted the result as

follows:

A bond yield differential of 39 basis points is added to reflect the difference in yields
between an A/A2 rated bond, which is the median bond rating for the NG utility index,
and a BBB-/Baa3 rated bond. Florida WAW utilities are assumed to be comparable to
companies with the lowest investment grade bond rating, which is Baa3. This adjustment
compensates for the difference between the credit quality of “A” rated debt and the credit
quality of the minimum investment grade rating.

A private placement premium of 50 basis points is added to reflect the difference in
yields on publicly traded debt and privately placed debt, which is illiquid. Investors
require a premium for the lack of liquidity of privately placed debt.

A small utility risk premium of 50 basis points is added because the average Florida
WAW utility is too small to qualify for privately placed debt.

After the above adjustments, the resulting cost of equity estimate is included in the

average capital structure for the NG utilities. The cost of equity is determined at a 40% equity
ratio and the leverage formula is derived. The derivation of the recommended leverage formula
using the current methodology with updated financial data is presented in Attachment 1.

Staff recommends that the Commission cap returns on common equity at 12.67% for all water
and wastewater utilities with equity ratios less than 40%. Staff believes that this will discourage
imprudent financial risk. This cap is consistent with the methodology in Order No. PSC-01-
2514-FOF-WS.
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Issue 2: Should the Commission close this docket?

Recommendation: No. Upon expiration of the protest period, if a timely protest is not received
from a substantially affected person, the decision should become final and effective upon the
issuance of a Consummating Order. However, this docket should remain open to allow staff to
monitor changes in capital market conditions and to readdress the reasonableness of the ieverage
formula as conditions warrant. (Hartman, Springer)

Staff Analysis: Upon expiration of the protest period, if a timely protest is not received from a
substantially affected person, the decision should become final and effective upon the issuance of
a Consummating Order. However, this docket should remain open to allow staff to monitor
changes in capital market conditions and to readdress the reasonableness of the leverage formula
as conditions warrant.
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SUMMARY OF RESULTS

Leverage Formula Update

Updated Currently

Results in Effect

(A) DCF ROE for Natural Gas Index 9.68% 8.89%
(B) CAPM ROE for Natural Gas Tndex 11.40% 10.98%
AVERAGE 10.54% 9.93%
Bond Yield Differential 0.39% 0.42%
Private Placement Premium 0.50% 0.50%
Small-Utility Risk Premium 0.50% 0.50%
Adjustment to Reflect Required Equity

Return at a 40% Equity Ratio 0.73% 0.66%
Cost of Equity for Average Florida WAW

Utility at a 40% Equity Ratio 12.67% 12.019
2007 Leverage Formula (Currently in Effect)
Return on Common Equity = 7.10% + 1.961/ER
Range of Returns on Equity = 9.07% - 12.01%
2008 Leverage Formula (Recommended)
Retum on Common Equity = 7.36% + 2.123/ER

Range of Returns on Equity = 9.48% - 12.67%
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Marginal Cost of Investor Capital
Averape Water and Wastewater Utility

Weighted
Marginal Marginal
Capital Component Ratio Cost Rate Cost Rate
Common Equity 46.37% 11.94% 5.53%
Total Debt 53.63% 7.36% * 3.95%
100.00% 9.48%

A 40% equity ratio is the floor for calculating the required return on common equity. The return
on equity at a 40% equity ratio ts 7.36% + 2.123/.40 =12.67%

Marginal Cost of Investor Capital
Average Water & Wastewater Utilitv at 40% Equity Ratio

Weighted

Marginal Marginal

Capital Component Ratio Cost Rate Cost Rate
Common Equity 40.00% 12.67% 5.07%
Total Debt 60.00% 7.36% * 4.42%
100.00% 9.48%

Where: ER = Equity Ratio = Common Equity/(Common Equity + Preferred Equity + Long-Term
Debt + Short-Term Debt)

* Assumed Baa3 rate for March 2008 plus a 50 basis point private placement premium and a 50
basis point small utility risk premium.

Sources: Moody's Credit Perspectives and Value Line Selection and Opinion
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ANNUAL DISCOUNTED CASH FLOW MODEL

INDEX NATURAL GAS INDEX
VALUE LINE ISSUE: Ed. 3, March 14, 2008
MARCH
COMPANY DIVD DIV1 Div2 DIV3 DIv4 EPS4 ROE4 GR1-4 GR4+ HI- L£0-  AVER-PR
PR PR

AGL RESOURCES INC. 1.6% 1.72 1.76 1.80 1.84 3.20 14.50 1.0227 10616 3562 3345 14,535
ATMOS ENERGY CORPORATION 130 1.32 135 1.37 1.40 245 9.50 1.0198 1.0407 2652 25.00 25.760
EQUITABLE RESOURCES, INC. 0.88 1.00 1.07 115 1.23 3.60 20.50 1.0714 11350 6505  55.65 60.350
LACLEDE GROUP, INC. 1.49 1.53 1.57 1.61 1.65 2.70 11.00 1.025% 1.0428  36.45 3342 34935
NICOR INC. 1.86 1.50 1.90 1.90 1.90 3.25 13.50 1.0000 1.0361 3429 3235 13,120
NORTHWEST NATURAL GAS CO. 1.52 1.60 1.69 1.78 1,88 3.35 11.00 1.0552 1.0483 4392 4107 42,495
PIEDMONT NATURAL GAS CO., INC. 1.04 1.08 112 1.16 1.20 1.75 12.50 1.0357 10393 2732 24.05 25,685
SOUTH JERSEY INDUSTRIES, INC. 1.10 1.16 1.20 1.24 1.28 3.00 14.50 1.0334 10831 357F 3190 33.805
SOUTHWEST GAS CORPORATION 0.90 0.94 0.98 1.2 1.06 2.65 10.00 1.0409 1.0600 2835 2514 26.745
WGL HOLDINGS, INC. 1.40 1.44 148 1.52 1.56 2.50 10.50 1.0270 1.0395 3349 3026 31,875

AVERAGE 1.3170 £.3690 1.4109 1.4545 1.5000 2.8450 12,7500 10332 1.0606 14.951

5&P STOCK GUIDE: APRIL 2008 with MARCH Stock Prices

Stock Price w/four Percent Flotation Costs § 33355 Annual 9.68% ROE

Cash Flows 1.2126 1.1467 1.0776 1.0130 0.9594 /14N
Present Value of Cash Flows 33.5525

NOTE: The cash flows for this multi-stage DCF Model are derived using the average forecasted dividends and the near term and long tenin growth rates. The discount rate, 9.68%, equates the cash tlows with the average stock
price less flotation cost.

$33.55 = March 2008 average stock price with a 4% flotation cost.
9.68% = Cost of equity required to match the current stock price with the expected cash flows.
Sources:

1. Stock Prices - S&P Stock Guide, April 2008 Edition.
2. DPS. EPS. ROE - Value Line Edition 3, March 14, 2008,
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Capital Asset Pricing Model Cost of Equity for
Water and Wastewater Industry

CAPM analysis formula

K = RF + Beta(MR - RF)

K = Investor's required rate of return

RF = Risk-free rate (Blue Chip forecast for Long-term Treasury bond, April 1,
2008)

Beta = Measure of industry-specific risk (Average for water utilities followed by
Value Line)

MR = Market return (Value Line Investment Survey For Windows, April 2008)

11.40% = 4.54% + 0.87(12.20% - 4.54%) + 0.20%

Note: Staff calculated the market return using a quarterly DCF model for a large number
of dividend paying stocks followed by Value Line. For March 2008, the result was
12.20%. Staff also added 20 basis points to the CAPM result to allow for a four-percent
flotation cost.
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PAGE 25
BOND YIELD DIFFERENTIALS
Public Utility Long Term Bond Yield Averages
120 Month Average Spread 0.0987 0.0987 0.0987 0.0987
MONTH/YEAR A2 SPREAD A3 SPREAD | Baal | SPREAD Baa2 | SPREAD Baa3
Mar-08 6.08 0.06 6.14 0.06 6.20 0.06 6.26 0.06 6.32

Sources: Moody's Credit Perspectives and Value Line Selection and Opinion
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S&P

Natural Gas Distribution Proxy | Bond | % of Gas | V/L Market Capital Equity Value Line

Group Rating | Revenue ($ millions) Ratio Beta
AGL Resources Inc. A- 67% 2,706.88 42.43% 0.85
Atmos Energy Corporation BBB 56% 2,437.35 43.36% 0.85
Equitable Resources, Inc. A- 68% 8,102.96 47.10% 0.90
Laclede Group, Inc. A 55% 804.72 40.36% 0.90
NICOR Inc. AA 83% 1,587.91 52.15% 1.00
Northwest Natural Gas Co. AA- 98% 1,195.22 47 .40% 0.80
Piedmont Natural Gas Co., Inc. A 82% 1,988.27 45.27% 0.85
South Jersey Industries, Inc. A 63% 1,086.29 50.25% 0.80
Southwest Gas Corporation BBB- 85% 1,256.19 41.04% 0.90
WGL Holdings, Inc. AA- 57% 1,658.52 51.11% 0.85
Average: 46.37% 0.87
Sources:

Value Line Investment Survey for Windows, April 2008
S.E.C. Forms 10Q and 10K for Companies
AUS Utility Report, March 2008
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In re: Water and wastewater industry annual | DOCKET NO. 090006-WS
reestablishment of authorized range of return | ORDER NO. PSC-09-0430-PAA-WS
on common equity for water and wastewater | ISSUED: June 19, 2009

utilities pursuant to Section 367.081(4)(f), F.S.

The following Commissioners participated in the disposition of this matter:

MATTHEW M. CARTER II, Chairman
LISA POLAK EDGAR
KATRINA J. McMURRIAN
NANCY ARGENZIANO
NATHAN A. SKOP

NOTICE OF PROPOSED AGENCY ACTION ORDER

ESTABLISHING AUTHORIZED RANGE OF RETURNS ON COMMON EQUITY
FOR WATER AND WASTEWATER UTILITIES

BY THE COMMISSION:

NOTICE is hereby given by the Florida Public Service Commission that the action
discussed herein is preliminary in nature and will become final unless a person whose interests
are substantially affected files a petition for a formal proceeding, pursuant to Rule 25 22 029,
Florida Administrative Code.

Background

Section 367.081(4)(f), Florida Statutes (F.S.), authorizes us to establish, not less than
once each year, a leverage formula to calculate a reasonable range of returns on equity (ROE) for
water and wastewater (WAW) utilities. At the May 20, 2008, Agenda Conference, after hearing
from Commission staff and from counsel of the Office of Public Counsel (OPC) and Ultilities,
Inc. (UI), we decided that it would be appropriate and administratively efficient to set the
establishment of the 2008 leverage formula for WAW utilities directly for hearing. The formal
hearing was held on October 23, 2008. OPC and UI sponsored witnesses and participated at the
hearing. Based on the record from this proceeding, we approved the leverage formula currently
in effect in Order No. PSC-08-0846-FOF-WS, issued December 31, 2008. In that order, we
reaffirmed the methodology that was previously approved in Order No. PSC-01-2514-FOF-WS,
issued December 24, 2001, in Docket No. 010006-WS.

Although Subsection 367.081(4)(f), F.S., authorizes us to establish a range of returns for
setting the authorized ROE for WAW utilities, we retain the discretion to set an ROE for WAW
utilities based on record evidence in any proceeding. If one or more parties file testimony in
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opposition to the use of the leverage formula, we will determine the appropriate ROE based on
the evidentiary record in that proceeding; For example, in the recent case involving Aqua
Utilities Florida (AUF), we determined that the record supported an authorized ROE for AUF
different from the return indicated by its leverage formula.'

This Order utilizes the current leverage formula methodology established in Order No.
PSC-08-0846-FOF-WS. This methodology uses returns on equity from financial models applied
to an index of natural gas utilities. Based on the results of our annual review, there is an
insufficient number of WAW utilities that meet the requisite criteria to assemble an appropriate
proxy group. Therefore, we have used natural gas utilities as the proxy companies for the
leverage formula since 2001. There are many natural gas utilities that have actively traded
stocks and forecasted financial data. We used natural gas utilities that derive at least 50 percent
of their revenue from regulated rates. These utilities have market power and are influenced
significantly by economic regulation. As explained in the body of this Order, the model results
based on natural gas utilities are adjusted to reflect the risks faced by Florida WAW utilities.

We have jurisdiction pursuant to Section 367.081, F.S.
Decision

The current leverage formula methodology was applied using updated financial data, and
is calculated as follows:

Return on Common Equity = 8.58% + 1.087/Equity Ratio
Where the Equity Ratio = Common Equity / (Common Equity + Preferred Equity + Long-Term
and Short-Term Debt) :
Range: 9.67% @ 100% equity to 11.30% @ 40% equity
Section 367.081(4)(f), F.S., authorizes us to establish a leverage formula to calculate a
reasonable range of returns on equity for WAW utilities. We must establish this leverage
formula not less than once a year.
We note that the leverage formula depends on four basic assumptions:
D Business risk is similar for all WAW utilities;

2) The cost of equity is an exponential function of the equity ratio;

3) The marginal weighted average cost of investor capital is constant over the equity
ratio range of 40 percent to 100 percent; and,

! See Order No. PSC-09-0385-FOF-WS, issued May 29, 2009, in Docket No. 080121-WS, In re: Application for

increase in water and wastewater rates in Alachua, Brevard, DeSoto, Highlands, Lake, Lee, Marion, Orange, Palm
Beach, Pasco, Polk, Putnam, Seminole, Sumter, Volusia, and Washington Counties by Aqua Utilities Florida, Inc.
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4) The debt cost rate at an assumed Moody’s Baa3 bond rating, plus a 50 basis point
private placement premium and a 50 basis point small utility risk premium,
represents the average marginal cost of debt to a Florida WAW utility over an
equity ratio range of 40 percent to 100 percent.

For these reasons, the leverage formula is assumed to be appropriate for the average
Florida WAW utility.

The leverage formula relies on two ROE models. We adjusted the results of these models
to reflect differences in risk and debt cost between the index of companies used in the models
and the average Florida WAW utility. Both models include a four percent adjustment for
flotation costs. The models are as follows:

¢ A Discounted Cash Flow (DCF) model applied to an index of natural gas utilities (NG)
that have publicly traded stock and are followed by the Value Line Investment Survey
(Value Line). This DCF model is an annual model and uses prospective growth rates.
The index consists of 9 companies that derive at least 50 percent of their total revenue
from gas distribution service. These companies have a median Standard and Poor’s bond
rating of A.

» A Capital Asset Pricing Model (CAPM) using a market return for companies followed by
Value Line, the average yield on the Treasury’s long-term bonds projected by the Blue
Chip Financial Forecasts, and the average beta for the index of NG utilities. The market
return for the 2009 leverage formula was calculated using a quarterly DCF model.

We averaged the indicated returns of the above models and adjusted the result as follows:

e A bond yield differential of 44 basis points is added to reflect the difference in yields
between an A/A2 rated bond, which is the median bond rating for the NG utility index,
and a BBB-/Baa3 rated bond. Florida WAW utilities are assumed to be comparable to
companies with the lowest investment grade bond rating, which is Baa3. This adjustment
compensates for the difference between the credit quality of “A” rated debt and the credit
quality of the minimum investment grade rating.

e A private placement premium of 50 basis points is added to reflect the difference in
yields on publicly traded debt and privately placed debt, which is illiquid. Investors
require a premium for the lack of liquidity of privately placed debt.

e A small utility risk premium of 50 basis points is added because the average Florida
WAW utility is too small to qualify for privately placed debt.

After the above adjustments, the resulting cost of equity estimate is included in the
average capital structure for the NG utilities. The cost of equity is determined at a 40 percent
equity ratio and the leverage formula is derived. The derivation of the approved leverage
formula using the current methodology with updated financial data is presented in Attachment 1.
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For administrative efficiency, the leverage formula is derived to determine the
appropriate return for an average Florida WAW utility. Traditionally, we have applied the same
leverage formula to all WAW utilities. As is the case with other regulated companies under the
our jurisdiction, we have discretion in the determination of the appropriate ROE based on the
evidentiary record in any proceeding. If one or more parties file testimony in opposition to the
use of the leverage formula, we will determine the appropriate ROE based on the evidentiary
record in that proceeding.

We find it appropriate to cap returns on common equity at 11.30 percent for all water and
wastewater utilities with equity ratios less than 40 percent. We find that this will discourage
imprudent financial risk. This cap is consistent with the methodology we approved in Order No.
PSC-08-0846-FOF-WS.

Based on the foregoing, it is

ORDERED by the Florida Public Service Commission that the leverage formula
methodology, summarized herein and in Attachment 1, used to calculate a range of returns on
common equity for water and wastewater utilities, is hereby approved. It is further

ORDERED that Attachment 1 is incorporated herein by reference. It is further

ORDERED that returns on common equity are hereby capped at 11.30 percent for all
water and wastewater utilities with equity ratios of less than 40 percent in order to discourage
imprudent financial risk. It is further

ORDERED that the provisions of this Order, issued as proposed agency action, shall
become final and effective upon the issuance of a Consummating Order unless an appropriate
petition, in the form provided by Rule 28-106.201, Florida Administrative Code, is received by
the Commission Clerk, 2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-0850, by the
close of business on the date set forth in the "Notice of Further Proceedings" attached hereto. It
is further

ORDERED that in the event this Order becomes final, this docket shall remain open to
allow our staff to monitor changes in capital market conditions and to readdress the
reasonableness of the leverage formula as conditions warrant.
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By ORDER of the Florida Public Service Commission this 19th day of June, 2009.

P

ANN COLE
Commission Clerk

(SEAL)

JEH

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section 120.569(1), Florida
Statutes, to notify parties of any administrative hearing that is available under Section 120.57,
Florida Statutes, as well as the procedures and time limits that apply. This notice should not be
construed to mean all requests for an administrative hearing will be granted or result in the relief
sought.

Medlanon may be available on a case-by-case basis. If mediation is conducted, it does
not affect a substantially interested person's right to a hearing.

The action proposed herein is preliminary in nature. Any person whose substantial
interests are affected by the action proposed by this order may file a petition for a formnal
proceeding, in the fonn provided by Rule 28-106.201, Florida Administrative Code. This
petition must be received by the Office of Commission Clerk, 2540 Shumard Oak Boulevard,
Tallahassee, Florida 32399-0850, by the close of business on July 10, 2009. '

In the absence of such a petition, this order shall become final and effective upon the
issuance of a Consummating Order.

Any objection or protest filed in this/these docket(s) before the issuance date oftthis order
is considered abandoned unless it satisfies the foregoing conditions and is renewed within the
specified protest period.
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Attachment 1

SUMMARY OF RESULTS

Leverage Formula Update

Approved
2009
Results

(A) DCF ROE for Natural Gas Index 9.87%
(B) CAPM ROE for Natural Gas Index 9.28%
AVERAGE 9.58%
Bond Yield Differential 0.44%
Private Placement Premium 0.50%
Small-Utility Risk Premium 0.50%
Adjustment to Reflect Required Equity

Return at a 40% Equity Ratio 0.28%
Cost of Equity for Average Florida WAW

Utility at a 40% Equity Ratio 11.30%
2008 Leverage Formula
Return on Common Equity = 7.36% + 2.123/ER
Range of Retumns on Equity = 9.48% - 12.67%
2009 Leverage Formula (Approved)
Return on Common Equity = 8.58% + 1.087/ER

Range of Returns on Equity = 9.67% - 11.30%

I
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2008

Results

9.68%
11.40%
10.54%

0.39%

0.50%
0.50%

0.73%
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Marginal Cost of Investor Capital
Average Water and Wastewater Utility
Weighted
Marginal Marginal
Capital Component Ratio Cost Rate Cost Rate
Common Equity 44.61% 11.02% 4.91%
Total Debt 55.39% 8.58% * 4.75%
100.00% 9.67%

A 40% equity ratio is the floor for calculating the required return on common equity. The retum
on equity at a 40% equity ratio is 8.58% + 1.087/.40 = 11.30%

Marginal Cost of Investor Capital
Average Water & Wastewater Utility at 40% Equity Ratio

Weighted

Marginal Marginal

Capital Component Ratio v Cost Rate Cost Rate
Common Equity 40.00% 11.30% 4.52%
Total Debt 60.00% 8.58% * 5.15%
100.00% 9.67%

Where: ER = Equity Ratio = Common Equity/(Common Equity + Preferred Equity + Long-Term
Debt + Short-Term Debt)

* Assumed Baa3 rate for March 2009 plus a 50 basis point private placement premium and a 50
basis point small utility risk premium.

Sources: Moody's Credit Perspectives and Value Line Selection and Opinion
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ANNUAL DISCOUNTED CASH FLOW MODEL
INDEX NATURAL GAS INDEX
VALUE LINE ISSUE: Ed. 3, March 13, 2009
MARCH
COMPANY DIVO DIV1 DIV2 DIV3 DIv4 EPS4 ROE4 GR1-4 GR4+ HI- LO- AVER-PR
PR PR
AGL RESOURCES INC. 1.72 1.76 1.80 1.84 1.88 3.20 14.50 1.0222 1.0598 2797  24.02 25.995
ATMOS ENERGY CORPORATION 132 1.34 136 1.38 140 2.50 9.50 1.0147 1.0418 2394 2007 22.005
LACLEDE GROUP, INC. 1.53 1.57 1.61 1.66 1.70 3.00 11.00 1.0269 1.0477 4100 3523 38.115
NICOR INC. 1.86 1.86 1.86 1.86 1.86 3.30 12.00 1.0000 1.0524 3446 2750 30.980
NORTHWEST NATURAL GAS CO. 1.58 1.66 1.77 1.88 2.00 3.45 11.00 1.0641 10462 4519 3771 41.450
PIEDMONT NATURAL GAS CO., INC. 1.05 1.10 1.15 1.20 1.25 215 13.50 1.0435 1.0565 2674  20.68 23.710
SOUTH JERSEY INDUSTRIES, INC. 1.20 1.28 1.35 1.42 1.50 3.10 14.50 1.0543 1.0748 3593 3198 33.955
SOUTHWEST GAS CORPORATION 0.95 1,00 1.05 1.10 1.15 2.30 9.00 1.0477 1.0450 2228 17.08 19.680
WGL HOLDINGS, INC. 1.45 1.50 1.53 1.57 1.60 2.75 11.00 1.0217 1.0460 3432 2889 31.605
AVERAGE 1.4067 1.4522 1.4972 1.5442 1.5933 28611 117778 1.0328 1.0522 29.722

1.6766
S&P STOCK GUIDE: APRIL 2009 with MARCH Stock Prices
Stock Price w/four Percent Flotation Costs $28.53 Annual 9.87% ROE

Cash Flows 1.2906 1.2123 1.1376 1.0680 1.0080 22.8162
Present Value of Cash Flows  28.5328

NOTE: The cash flows for this multi-stage IDCF Model are derived using the average forecasted dividends and the near term and long term growth rates. The discount rate, 9.87%, equates the cash flows with the average stock
price less flotation cost.

= March 2009 average stock price with a 4% flotation cost.
= Cost of equity required to match the current stock price with the expected cash flows.
Sources:

1. Stock Prices - S&P Stock Guide, April 2009 Edition.
2. DPS, EPS, ROE - Value Line Edition 3, March 13, 2009,
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Capital Asset Pricing Model Cost of Equity for
Water and Wastewater Industry
CAPM analysis formula
K = RF + Beta(MR - RF)
K = Investor's required rate of return
RF = Risk-free rate (Blue Chip forecast for Long-term Treasury bond, April 1,
2009)
Beta = Measure of industry-specific risk (Average for water utilities followed by
Value Line)
MR = Market return (Value Line Investment Survey For Windows, April 2009)
9.28% = 3.92% + 0.67(11.66% - 3.92%) + 0.20%

Note: We calculated the market return using a quarterly DCF model for a large number
of dividend paying stocks followed by Value Line. For March 2009, the result was
11.66%. We also added 20 basis points to the CAPM result to allow for a four-percent
flotation cost.
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BOND YIELD DIFFERENTIALS
Public Utility Long Tenn Bond Yield Averages
120 Month Average Spread 0.1098 0.1098 0.1098 0.1098
MONTHIYEAR A2 | SPREAD A3 SPREAD  Baal | SPREAD Baa2 | SPREAD | Baa3
|
Mar-09 6.04 0.48 6.52 0.48 699 | 048 7.47 0.48 7.95

Sources: Moody’s Credit Perspectives and Value Line Selection and Opinion




ORDER NO. PSC-09-0430-PAA-WS

DOCKET NO. 090006-WS
PAGE 11

EXHIBIT GCH-6 Page 37 of 50

Attachment 1

Page 6 of 6
INDEX STATISTICS AND FACTS
o & P . . .
Natural Gas Distribution Proxy | Bond | % of Gas = VIL Market Capital Equity Value Line
. Group Rating | Revenue ($ millions) Ratio Beta
AGL Resources Inc. A- 56% $2,050.56 39.40% 0.75
Atmos Energy Corporation BBB+ 52% $2,114.11 45.58% 0.60
Laclede Group, Inc. A 50% $ 828.07 43.77% 0.65
NICORIinc. AA 84% $ 148113 44.00% 0.75
Northwest Natural Gas Co. AA- 98% $ 112921 45.26% 0.60
Piedmont Natural Gas Co., Inc. A 75% $ 1,889.70 42.82% 0.65
South Jersey Industries, Inc. A 59% $ 1,033.60 47.46% 0.65
Southwest Gas Corporation BBB- 83% $ 94243 43.49% 0.70
WGL Holdings, Inc. AA- 59% $ 1,570.98 49.72% 0.65
Average: 44.61% 0.67
|
Sources:

Value Line Investment Survey for Windows, April 2009
S.E.C. Forms 10Q and 10K for Companies
AUS Utility Report, March 2009
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Docket No. 100006-WS — Water and wastewater industry annual reestablishment
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Case Background

Section 367.081(4)(f), Florida Statutes, authorizes the Commission to establish, not less
than once each year, a leverage fonnula to calculate a reasonable range of returns on equity
(ROE) for water and wastewater (WAW) utilities. The leverage forrnula methodology currently
in use was established in Order No. PSC-01-2514-FOF-WS.! On October 23, 2008, the
Commission held a fonnal hearing in Docket No. 080006-WS to allow interested parties to
provide testimony regarding the validity of the leverage fonnula. Based on the record in that
proceeding, the Commission approved the 2008 leverage formula in Order No. PSC-08-0846-

} See Order No. PSC-01-2514-FOF-WS, issued December 24, 2001, in Docket No. 010006-WS, In re: Water and
wastewater industry annual reestablishment of authorized range of return on common equity for water and. . D‘rjl' E
JGU WL w HMETR-UATE

wastewater utilities pursuant to Section 367.081(4)(f), F.S.
L1235 tAT92
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FOF-WS.? In that order, the Commission reaffirmed the methodology that was previously
approved in Order No. PSC-01-2514-FOF-WS. In 2009, the Commission established the
leverage formula currently in effect in Order No. PSC-09-0430-PAA-WS.?

This staff recommendation utilizes the current leverage formula methodology established
in Order No. PSC-08-0846-FOF-WS. This methodology uses returns on equity derived from
financial models applied to an index of natural gas utilities. Based on the results of staff’s annual
review, there is an insufficient number of WAW utilities that meet the requisite criteria to
assemble an appropriate proxy group. Therefore, the Commission has used natural gas utilities
as the proxy companies for the leverage formula since 2001. There are many natural gas utilities
that have actively traded stocks and forecasted financial data. Staff used natural gas utilities that
derive at least 52 percent of their revenue from regulated rates. These utilities have market
power and are influenced significantly by economic regulation. As explained in the body of this
recommendation, the model results based on natural gas utilities are adjusted to reflect the risks
faced by Florida WAW utilities.

Although Subsection 367.081(4)(f), F.S., authorizes the Commission to establish a range
of returns for setting the authorized ROE for WAW utilities, the Commission retains the
discretion to set an ROE for WAW utilities based on record evidence in any proceeding. If one
or more parties file testimony in opposition to the use of the leverage formula, the Commission
will determine the appropriate ROE based on the evidentiary record in that proceeding.

The Commission has jurisdiction pursuant to Section 367.081, F.S.

2 See Order No. PSC-08-0846-FOF-WS, issued December 31, 2008, in Docket No. 080006-WS, In re: Water and
wastewater industry annual reestablishment of authorized range of return on common equity for water and
wastewater utilities pursuant to Section 367.081(4)(f), F.S.

% Qee Order No. PSC-09-0430-PAA-WS, issued June 19, 2009, in Docket No. 090006-WS, In re; Water and

wastewater industry annual reestablishment of authorized range of return on common_equity for water and
wastewater utilities pursuant to Section 367.081(4)(f). F.S.

-2.
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Discussion of Issues

Issue 1: What is the appropriate range of returns on common equity for water and wastewater
(WAW) utilities pursuant to Section 367.081(4)(f), Florida Statutes?

Recommendation: Staff recommends that the current leverage formula methodology be
applied using updated financial data. Staff recommends the following leverage formula:

Return on Common Equity = 7.46% + 1.356/Equity Ratio

Where the Equity Ratio = Common Equity / (Common Equity + Preferred Equity + Long-Term
and Short-Term Debt)
Range: 8.82% @ 100% equity to 10.85% @ 40% equity

(Buys, Springer)

Staff Analysis: Section 367.081(4)(f), F.S., authorizes the Commission to establish a leverage
formula to calculate a reasonable range of returns on equity for WAW utilities. The Commission
must establish this leverage formula not less than once a year.

Staff notes that the leverage formula depends on four basic assumptions:

1) Business risk is similar for all WAW utilities;
2) The cost of equity is an exponential function of the equity ratio;
3) The marginal weighted average cost of investor capital is constant over the equity

ratio range of 40 percent to 100 percent; and,

4) The debt cost rate at an assumed Moody’s Baa3 bond rating, plus a 50 basis point
private placement premium and a 50 basis point small utility risk premium,
represents the average marginal cost of debt to a Florida WAW utility over an
equity ratio range of 40 percent to 100 percent.

For these reasons, the leverage formula is assumed to be appropriate for the average
Florida WAW utility.

The leverage formula relies on two ROE models. Staff adjusted the results of these
models to reflect differences in risk and debt cost between the index of companies used in the
models and the average Florida WAW utility. Both models include a four percent adjustment for
flotation costs. The models are as follows:

¢ A Discounted Cash Flow (DCF) model applied to an index of natural gas utilities (NG)
that have publicly traded stock and are followed by the Value Line Investment Survey
(Value Line). This DCF model is an annual model and uses prospective growth rates.
The index consists of 9 companies that derive at least 50 percent of their total revenue




EXHIBIT GCH-6 Page 41 of 50

Docket No. 100006-WS
Date: May 19, 2010

from gas distribution service. These companies have a median Standard and Poor’s bond
rating of A.

s A Capital Asset Pricing Model (CAPM) using a market return for companies followed by
Value Line, the average yield on the Treasury’s long-term bonds projected by the Blue
Chip Financial Forecasts, and the average beta for the index of NG utilities. The market
return for the 2010 leverage formula was calculated using a quarterly DCF model.

Staff averaged the indicated returns of the above models and adjusted the result as
follows:

e A bond yield differential of 53 basis points is added to reflect the difference in yields
between an A/A2 rated bond, which is the median bond rating for the NG utility index,
and a BBB-/Baa3 rated bond. Florida WAW utilities are assumed to be comparable to
companies with the lowest investment grade bond rating, which is Baa3. This adjustment
compensates for the difference between the credit quality of “A” rated debt and the credit
quality of the minimum investment grade rating.

e A private placement premium of 50 basis points is added to reflect the difference in
yields on publicly traded debt and privately placed debt, which is illiquid. Investors
require a premium for the lack of liquidity of privately placed debt.

e A small utility risk premium of 50 basis points is added because the average Florida
WAW utility is too small to qualify for privately placed debt.

After the above adjustments, the resulting cost of equity estimate is included in the
average capital structure for the NG utilities. The cost of equity is determined at a 40 percent
equity ratio and the leverage formula is derived. The derivation of the recommended leverage
formula using the current methodology with updated financial data is presented in Attachment 1.

For administrative efficiency, the leverage formula is derived to determine the
appropriate return for an average Florida WAW utility. Traditionally, the Commission has
applied the same leverage formula to all WAW utilities. As is the case with other regulated
companies under the Commission’s jurisdiction, the Commission has discretion in the
determination of the appropriate ROE based on the evidentiary record in any proceeding. If one
or more parties file testimony in opposition to the use of the leverage formula, the Commission
will determine the appropriate ROE based on the evidentiary record in that proceeding.

Staff recommends that the Commission cap returns on common equity at 10.85 percent
for all water and wastewater utilities with equity ratios less than 40 percent. Staff believes that
this will discourage imprudent financial risk. This cap is consistent with the methodology in
Order No. PSC-08-0846-FOF-WS.
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Issue 2: Should this docket be closed?

Recommendation: No. Upon expiration of the protest period, if a timely protest is not received
from a substantially affected person, the decision should become final and effective upon the
issuance of a Consummating Order. However, this docket should remain open to allow staff to
monitor changes in capital market conditions and to readdress the reasonableness of the leverage
formula as conditions warrant. (Sayler, Buys)

Staff Analysis: Upon expiration of the protest period, if a timely protest is not received from a
substantially affected person, the decision should become final and effective upon the issuance of
a Consummating Order. However, this docket should remain open to allow staff to monitor
changes in capital market conditions and to readdress the reasonableness of the leverage formula
as conditions warrant.
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SUMMARY OF RESULTS

Leverage Formula Update

Updated Currently

Results in Effect

(A) DCF ROE for Natural Gas Index 8.92% 9.87%
(B) CAPM ROE for Natural Gas Index 8.58% 9.28%
AVERAGE 8.75% 9.58%
Bond Yield Differential 0.53% 0.44%
Private Placement Premium 0.50% 0.50%
Small-Utility Risk Premium 0.50% 0.50%
Adjustment to Reflect Required Equity

Return at a 40% Equity Ratio 0.57% 0.28%
Cost of Equity for Average Florida WAW

Utility at a 40% Equity Ratio 10.85% 11.30%
2009 Leverage Formula (Currently in Effect)
Return on Common Equity = 8.58% + 1.087/ER
Range of Returns on Equity = 9.67% - 11.30%
2010 Leverage Formula (Recommended)
Return on Common Equity = 7.46% + 1.356/ER
Range of Returns on Equity = 8.82% - 10.85%
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Marginal Cost of Investor Capital
Average Water and Wastewater Utility
Weighted
Marginal Marginal
Capital Component Ratio Cost Rate Cost Rate
Common Equity 48.16% 10.28% 4.95%
Total Debt 51.84% 7.46% * 3.87%
100.00% 8.82%

A 40% equity ratio is the floor for calculating the required return on common equity. The return
on equity at a 40% equity ratio is 7.46% + 1.356/.40 = 10.85%

Marginal Cost of Investor Capital
Average Water & Wastewater Utility at 40% Equity Ratio

Weighted

Marginal Marginal

Capital Component Ratio Cost Rate Cost Rate
Common Equity 40.00% 10.85% 4.34%
Total Debt 60.00% 7.46% * 4.48%
100.00% 8.82%

Where: ER = Equity Ratio = Common Equity/(Common Equity + Preferred Equity + Long-Term
Debt + Short-Term Debt)

* Assumed Baa3 rate for March 2010 plus a 50 basis point private placement premium and a 50
basis point small utility risk premium,

Sources: Moody's Credit Perspectives and Value Line Selection and Opinion
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ANNUAL DISCOUNTED CASH FL.OW MODEL
INDEX NATURAL GAS INDEX
Value Line Issue: Ed. 3, March 12, 2010
MARCH
COMPANY DIVO DIV1 DpIV2 DIV3 Div4 EPS4 ROE4 GR1-4 GR4+ HI- LO- AVER-PR
PR PR

AGL RESOURCES INC. 1.76 1.80 1.84 188 192 340 11.00 1.0217 10479 3883 36.33 37.580
ATMOS ENERGY CORPORATION 134 1.36 1.39 142 1.45 270 10.00 1.0216 1.0463 2924 2748 28.360
LACLEDE GROUP, INC. 1.57 1.61 1.66 170 1.75 3.00 11.00 1.0282 1.0458 3463 3288 33.755
NICOR INC. 1.86 1.86 1.86 1.86 1.86 3.30 1150 1.6000 1.0502 4375 4182 42,785
NORTHWEST NATURAL GAS CO. 1.68 1.78 1.90 2.03 216 3.50 9.00 1.0666 10345  47.54 4423 45.885
PIEDMONT NATURAL GAS CO., INC. 1.11 1.15 119 1.23 1.27 1.95 13.00 1.0336 1.0453 2804 2595 26.995
SOUTH JERSEY INDUSTRIES, INC. 134 1.40 1.46 1.53 1.60 3.30 14,50 1.0455 1.0747 4250  39.63 41.065
SOUTHWEST GAS CORPORATION 1.00 1.05 116 115 120 2.65 9.00 1.0455 10492 3070 2883 29.765
WGL HOLDINGS, INC. 1.51 1.55 1.59 1.63 1.67 2.70 11.00 1.0252 10420 3502 3288 33.950
AVERAGE 14633 1.5067 1.5535 1.6024 1.6533 29444 111111 1.0320 1.0484 35.571

1.7334

S&P STOCK GUIDE: APRIL 2010 with MARCH Stock Prices

Stock Price w/four Percent Flotation Costs $34.15 Annual 8.92% ROE

Cash Flows 1.3534 12798 1.2117 1.1475 1.0915 28.0643
Present Value of Cash Flows  34.1483

NOTE: The cash flows for this multi-stage DCF Model are derived using the average forecasted dividends and the near term and long term growth rates. The discount rate, 8.92%, equates the cash flows with the average stock
price less flotation cost.

$34.15 = March 2010 average stock price with a 4% flotation cost.
8.92% = Cost of equity required to match the current stock price with the expected cash flows.
Sources:

1. Stock Prices - S&P Stock Guide, April 2010 Edition.
2. DPS, EPS, ROE - Value Line Issue: Ed. 3, March 12, 2010.
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Capital Asset Pricing Model Cost of Equity for
Water and Wastewater Industry

CAPM analysis formula
K = RF + Beta(MR - RF)
K = Investor's required rate of return
RF = Risk-free rate (Blue Chip forecast for Long-term Treasury bond,

April 12010)
Beta = Measure of industry-specific risk (Average for water utilities followed by

Value Line)
MR = Market return (Value Line Investment Survey For Windows, April 2010)
8.58% = 5.04% + 0.66(10.09% - 5.04%) + 0.20%

Note: Staff calculated the market return using a quarterly DCF model for a large number
of dividend paying stocks followed by Value Line. For March 2010, the result was
10.09%. Staff also added 20 basis points to the CAPM result to allow for a four-percent
flotation cost.
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BOND YIELD DIFFERENTIALS
Public Utility Long Term Bond Yield Averages
120 Month Average Spread 0.1319 0.1319 0.1319 0.1319
MONTH/YEAR A2 | SPREAD | A3 SPREAD | Baal | SPREAD | Baa? | SPREAD | Baa3
Mar-I0 5.85 0.16 6.01 0.16 6.17 0.16 6.33 0.16 6.49

Sources: Moody’s Credit Perspectives and Value Line Selection and Opinion
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INDEX STATISTICS AND FACTS
- S&P

Natural Gas Distribution Proxy Bond | % of Gas | VIL Market Capital Equity Value Line
Group Raiing | Revenue ($ millions) Ratio Bilia
AGL Resources Inc. A- 64% $2,956.68 40.86% 0.75
Atmos Energy Corporation BBB+ 60% $2,708.22 49.01% 0.65
»Laclede Group, Inc. . A 57% $ 763.24 49.87% 0.60
NICOR Inc. o AA 82% $ 1,913.86 51.12% 0.70
| Northwest Natural Gas Co. AA- 98% $ 1,255.81 47.19% 0.60
. Piedmont Natural Gas Co., Inc. A 86% $ 1.980.53 45.79% 0.65
South Jersey Industries, Inc. A 59% $ 1.,255.99 50.00% 0.60
Southwest Gas Corporation BBB 85% $ 1,375.45 44.01% 0.75
WGL Holdings, Inc. AA- 52% $ 1,742.05 55.60% 0.65
Average: 48.16% 0.66

Sources:

Value Line Investment Survey for Windows, April 2010
S.E.C. Forms 10Q and 10K for Companies

AUS Utility Report, March 2
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VOTE SHEET

June 1, 2010

Docket No. 100006-WS — Water and wastewater industry annual reestablishment of authorized range of return
on common equity for water and wastewater utilities pursuant to Section 367.081(4)(f), F.S.

Issue 1: What is the appropriate range of returns on common equity for water and wastewater (WAW) utilities,
pursuant to Section 367.081(4)(f), Florida Statutes?

Recommendation: Staff recommends that the current leverage formula methodology be applied using updated
financial data. Staff recommends the following leverage formula:

Return on Common Equity = 7.46% + 1.356/Equity Ratio
Where the Equity Ratio = Common Equity / (Common Equity + Preferred Equity + Long-Term and Short-Term

Debt)
Range: 8.82% @ 100% equity to 10.85% @ 40% equity

APPROVED

COMMISSIONERS ASSIGNED: All Commissioners
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June 1, 2010

Docket No. 100006-WS — Water and wastewater industry annual reestablishment of authorized range of return
on common equity for water and wastewater utilities pursuant to Section 367.081(4)(f), F.S.

(Continued from previous page)

Issue 2: Should this docket be closed?

Recommendation: No. Upon expiration of the protest period, if a timely protest is not received from a
substantially affected person, the decision should become final and effective upon the issuance of a
Consummating Order. However, this docket should remain open to allow staff to monitor changes in capital
market conditions and to readdress the reasonableness of the leverage formula as conditions warrant.

APPROVED
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