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DIRECT TESTIMONY OF FORREST L. LUDSEN
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Q-
A.

WHAT I8 YOUR NAME AND BUSINESS8 ADDRES8?

My name is Forrest L. Ludsen and my business
address is 1000 Color Place, Apopka, Florida
32703.

WHAT I8 YOUR POSITION WITH BOUTHERN B8TATES
UTILITIES8, INC. AND DELTONA UTILITIES, INC.?

My position is Vice President in charge of
Customer Services for Southern States Utilities,
Inc. and Deltona Utilities, Inc. (which I will
refer to collectively as "Southern States").
WHAT I8 YOUR EDUCATIONAL BACKGROUND AND WORK
EXPERIENCE?

.I am a graduate of the University of Minnesota
where I received a Bachelor of Arts degree in
Business and Econonmics. Prior to holding ny
current position with Southern States, I was
employed by the Minnesota Power & Light Company
("Minnesota Power") from 1969 until 1989. I
began my career in Minnesota Power's accounting
department and subsequently worked for 16 years
in the rates department, ultimately as its
manager. As manager of the rates department, I
was responsible for revenue requirement
determinations and the filing and administration
of rate case applications. While with Minnesota
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Power I directly oversaw the preparation and
filing of over a dozen major rate cases.

WHAT ARE YOUR PRESENT DUTIES AS VICE PRESIDENT
IN CHARGE OF CUSTOMER BERVICES?

Generally, I am responsible for all matters
relating to customer service including the
administration of customer billing, complaints
and service requests as well as the determination
of Southern States' revenue reguirements,
administration of rates, filing and
administration of rate applications and the
coordination of all activities required to comply
with the rules and regulations of the Florida
Public Service Commission.

HAVE YOU EVER TESTIFIED BEFORE A REGULATORY
AGENCY?

Yes, I testified before the Florida Public
Service Commission on behalf of Southern States
and United Florida Utilities Corporation in
Docket No. 900329-WS. I have submitted pre-filed
direct testimony on behalf of Lehigh Utilities,
Inc. in Docket No. 911188-WS. I also have
testified on behalf of Minnesota Power before the
Minnesota Public Service Commission and the
Federal Energy Regulatory Commission.
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Q.

PLEABE DESCRIBE THE BCOPE OF YOUR TESTIMONY IN
THIS PROCEEDING.
First, I will present the information contained

in Southern sStates' filing to satisfy the

Commission's minimum filing requirements
("MFRs") .
I S8HOW YOU EXHIBIT (FLL-1) UNDER COVER PAGE

ENTITLED "FINANCIAL, RATE AND ENGINEERING MINIMUM
FILING REQUIREMENTS OF SOUTHERN STATES UTILITIES,
INC. AND DELTONA UTILITIES, IRC."™ WERE THESE
MFRS PREPARED BY YOU OR UNDER YOUR DIRECTION AND
SUPERVISION?

Yes, I had ultimate responsibility to ensure that
the MFRs contained the information required in
the Commission's rules. Of course, I am not
qualified to address certain portions of the
voluminous information contained in the MFRs.
However, Southern States believes it will be
easier to identify the MFRs as one exhibit and to
introduce other witnesses with the necessary
expertise to describe and sponsor various
portions of the MFRs for Southern States. A
further point regarding Southern States!
application. As a result of the denial of rate
relief in Docket No. 900329-WS, Southern States'

3




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

financial situation is tenuocus at best. Indeed,
Southern States was unable to cover its debt
costs from operating revenues in 1991,
Therefore, we have attempted to file the most
non-controversial case possible. Disputed issues
such as consolidated rate structures, charitable
contributions and organization costs have been
eliminated since we are not seeking recovery of
associated costs in this proceeding. However,
Southern States reserves the right to pursue
recovery of these and other such costs in future
proceedings.

I B8HOW YOU EXHIBIT ___ (FLL-2) UNDER COVER PAGE
ENTITLED “SUPPLEMENTAL INFORMATION SUPPLIED BY
S8OUTHERN STATES ON JUNE 17, 1992 TO COMPLY WITH
THE COMMISSION'S MINIMUM FILING REQUIREMENTS.Y
WA THIS8 EXHIBIT PREPARED ﬁY YOU OR UNDER YOUR
DIRECTION AND BUPERVIBION?

Yes, it was.

COULD YOU BRIEFLY DESCRIBE THIS EXHIBIT?

This exhibit contains information submitted on
June 17, 1992 in response to certain alleged
deficiencies in the MFRs previously submitted on
May 11, 1992 as well as information intended to
supplement and/or revise certain portions of the

4
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MFRs.

‘WILL YOU BE PROVIDING ANY ADDITIONAL TESTIMONY?

Yes. For purposes of this filing, the
administrative and general (A&G) expenses of
Southern States have been rolled into the A&G
expenses of Southern States' affiliate, Lehigh
Utilities, Inc.("Lehigh"). All A&G type services
including accounting, customer service, legal,
engineering, pensions and benefits, etc¢. for
Southern States and Lehigh are provided on a
consolidated basis. The consolidated 2A&G
expenses and the expenses allocated to each of
Southern States' systems are set forth in Volume
I, Book 2 of the MFRs. I will provide an
overview of the A&G expenses which Southern
States seeks to recover from customers served by
each of the 127 systems included in this
proceeding and demonstrate that the costs we seek
to recover are reascnable. I also will discuss
the impact on A&G expenses of internal corporate
restructuring made in large part to comply with
recommendations made by the Commission through
its audit staff in a management audit report
issued in September 1988. After review of the
audit recommendations, Southern States determined

5
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that many of the recommendations were consistent
with Southern States' plans for growth as well as
its goal to provide the highest quality water and
wastewater service at the lowest possible cost.
Therefore, Southern States initially agreed with
62 of the 79 audit recommendations. Commission
Staff aggressively pursued implementation of the
17 recommendations with which we disagreed and
ultimately we agreed with Staff to implement,
with modifications, 15 of the remaining 17. By
letter dated June 2, 1992 to Charles E. Wood,
Vice President of Southern States, staff
recognized our completion of the implementation
phase of the audit process and commended Southern
States as follows:
Thank you for your cooperation and
dedication to the requirements of the
implementation program. The timeliness and
guality of the documentation you have
provided has been appreciated. We wish to
commend you and all other participants
involved in implementing these
recommendations, for the professional manner
in which you have responded and completed

this program.
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Q.

A.

Q.

Finally, I will describe the methodology used to
allocate common costs to each of our systems in
this proceeding.

DID BOUTHERN BTATES PERFORM AN ANALYSBSIS OF ITS
O&M AND AEG EXPENBES DURING THE TEST YEAR AND
COMPARE THEM TO THE COMMISSION'S “GUIDELINES'"?
Yes. The results of this analysis are presented
in Volume I, Book 3 of the MFRs. Volume I, Book
3, pages 1 through 15 explain the process
Southern States used to apply the Commission's
benchmark "guidelines" and identify the
categories of @expense which exceed such
guideline. As demonstrated in these pages,
Southern States' expenses, including those which
fall above the guideline, are reasonable for a
water and wastewater utility operating
approximately 150 systens and serving
approximately 160,000 customers in 27 counties
in Florida.

I SHOW YOU EXHIBIT ____ (FLL-3) UNDER COVER PAGE
ENTITLED “FPSC SEPTEMBER 1988 MANAGEMENT AUDIT
REPORT. "™ WAS8 THIE EXHIBIT PREPARED BY YOU OR
UNDER YOUR DIRECTION AND SUPERVISBION?

Yes, it was.

COULD YOU BRIEFLY DESCRIBE THIS EXHIBIT?

7
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This exhibit contains a copy of the Final Report
of the Management Review of Southern States
Utilities, Inc. issued in September of 1988 "by
authority of The State of Florida for The Florida
Public Service Commission" ("Audit Report"). The
audit was conducted and the report prepared by
the Commission's Bureau of Management Studies,
Division of Auditing and Financial Analysis. As
the introduction to the Audit Report states,
. . . the Commission has established the
Bureau of Management Studies within the
Division of Auditing and Financial Analysis
to perform Management Audits on a selected
basis. While the results of these audits
are not intended to reflect directly on the
ratemaking process, they are intended to
provide important supplemental information
as to the overall prudence of the way the
utility conducts its business.
The Audit Report further defines the scope and
ocbjectives of the audit (p. 2) as follows:
The scope of our review was designed to be
comprehensive in nature, comprising all
major aspects of the management and
operations of Southern States Utilities . .

8
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. The primary objectives of this review were
as follows:

-To provide an independent and comprehensive
review of the effectiveness and efficiency
of Southern States' management and of
selected company operations.

~-To develop meaningful, cost-effective
recommendations for improvement.

-To produce an accurate and comprehensive

report of our findings, conclusions and

recommendations
-To _ensure the satjisfactory implementation

of our recommendations.

I emphasize the last stated objective since it
was Southern States' experience in its last rate
filing that Public Counsel disputed the authority
behind, if not the very merits of, the Audit
Report. These objectives clearly establish the
less than "permissive" character of the
Commission's recommendations contained in the
Audit Report. In addition, as I indicated
previously, the Commission's Division of Auditing
and Financial Analysis has aggressively required
implementation by Southern States of all of the
Audit Report recommendations.
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Q.

AI

Q.

A‘

Q-

I 8HOW YOU EXHIBIT (FLL - 4) UNDER COVER
PAGE ENTITLED "PSC AUDIT CORRESPONDENCE.™ WAS

THIS EXHIBIT PREPARED BY YOU OR UNDER YOUR

DIRECTION AND BUPERVISION?

Yes, it was.

COULD YOU BRIEFLY DESCRIBE THIS EXEIBIT?

Yes, this exhibit contains copies of various
correspondence between Southern States and the
Commission concerning the Audit Report
recommendations for change, improvement and
supplementation of Southern States' internal
corporate structure. This exhibit alsoc contains
several examples of the status update reports
filed by Southern States which the Commission
required Southern States to provide on a
quarterly basis as well as a copy of the June 2,
1992 letter from Staff to Mr. Wood to which I
referred earlier.

WHY DOEB BOUTHERN STATES BELIEVE THE AUDIT REPORT
I8 RELEVANT AT THIB TIME?

As indicated in Staff's June 2 letter, the
implementation process for the audit
recommendations only recently has been completed.
Therefore, we believe a discussion of the Audit
Report is timely. Moreover, discussion of the

10
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Audit Report is critical to the Commission's
understanding of Southern States' current A&G
expenses which we seek to recover from our
customers in this proceeding. As I mentioned
earlier, we have rolled together the A&G expenses
of Southern States and Lehigh and allocated the
pool of expenses to each of the systems operated
by these utilities based on the number of
customers served by each system. This is the
same method used in Docket No. 911188-WS
concerning Lehigh's request for a rate increase.
If any of the systems included in this proceeding
attempted to purchase or provide the level and
scope of A&G services currently provided by
Southern States, the stand alone costs to each
system would be significantly higher than those
which Southern States seeks to recover in this
proceeding. The ability of Southern States to
offer these services is in 1large part
attributable to the internal restructuring of
Southern States which was initiated after receipt
of the Commission's findings and recommendations
in the Audit Report.

COULD YOU BRIEFLY DISCUSS THE AUDIT REPORT'S
PINDINGS AND RECOMMENDATIONS?

11
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The Commission's Audit Report foresaw Southern
States' growth through acquisitions and commended
Southern States for several steps it had taken to
accommodate such growth, including moving
corporate management activities to its current
Central Florida location in Apopka, foreseeing
the need to construct a larger corporate
headquarters facility in Apopka and understanding
the need to perform a major upgrade of Southern
States' electronic data processing capabilities.
However, as early as September 1588, the
Commission's Staff confirmed that:
Many responsibilities are at the point of
needing to become separate from each other
and are on the verge of requiring added
specialization for those who occupy the
positions. Functions throughout the Company
are becoming more departmentalized, adding
structure to the organization. All
management tasks, but especially those of
the upper managers, are in the process of
changing from a hands-~on approach to one of
guidance and decision-making.
The transition from a YMom and Pop" company
to a small business is not necessarily a

12
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gradual evoluticn. Southern Stateg is

“"thres "
t es c
The proper management of this change
separates companies which are marginal from
those which become successful.
The Commission's Audit Report further
acknowledges that:
. . « it is quite common for any company
undergoing rapid growth and expansion to
require extensive changes in its management
functioning. Southern States is no
exception. While management has performed
well in many respects, there are still a
number of improvement opportunities to be
acted upon. As Southern States expands, the
management functions of planning,
organizing, directing, and controlling will
need to become more differentiated,

svst

Again, I have emphasized certain of the
statements made in the Commission's Audit Report
because these statements are consistent with the
findings and conclusions of Southern States'
management -- that the ability to provide high

13
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quality water and wastewater service to a large
customer base in today's regulatory environment
at the lowest cost possible requires a large
utility company with the financial capability and
internal corporate expertise to satisfy
regulatory requirements and achieve economies of
scale to the greatest extent possible. of
course, to maintain the financial capability to
meet the ever expanding base of regulatory
requirements, Southern States must be authorized
to charge its customers rates which at least give
it an opportunity to earn the return ultimately
authorized by the Commission. It also must be
noted that even after achieving the current
economies of scale, Southern States often can
only minimize inevitable cost increases
associated with the ever expanding and ever more
strict multitude of federal, state and local
rules, regulations, standards and laws impacting
Florida's water and wastewater utilities. We
also are striving to minimize increases in the
level of costs incurred to serve our customers
whenever possible. In this regard, we must note
our dissatisfaction with requirements such as
those imposed on Southern States in the "Order
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Establishing Procedure" issued by the Commission
on July 10, 1992 in this proceeding which require
Southern States to provide no less than 4 notices
of service hearings and evidentiary hearings to
each customer in this proceeding, including 3
direct written notices to customers and a
newspaper notice, Compliance with such
requirements will cost the Company, and
ultimately our customers, approximately $100,000.
While we recognize the need to keep our customers
informed, we wonder whether the majority of our
customers would be pleased to know that they will
be required to pay this kind of money for a
series of duplicative notices. I also wish to
note that the Company experiences similar
frustrations in our attempts to reduce the cost
of serving our customers when the Environmental
Protection Agency and Florida Department of
Environmental Regulation continue to promulgate
and enforce costly regulations to reduce
(allegedly) the risk of one person getting cancer
from drinking water in this state by 1 in
100,000. The extreme nature of such
regulations is highlighted by the fact that EPA
bases estimates of risk  from contaminated
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drinking water on the premise that individuals
consume two liters of drinking water per day from
the same contaminated source for seventy (70)
consecutive years. It is these ¢types of
regulatory requirements which unnecessarily
increase the cost of providing service to our
customers. It is our goal to work with
regulators to eliminate such inefficient
requirements in the future.

COULD YOU BUMMARIZE THE COMMISSION'S8 AUDIT
RECOMMENDATIONB?

Yes, the Commission made 79 recommendations for
changes to¢ Southern States' internal corporate
structure, policies and procedures. These
recommendations generally include, but are not

limited to, the following:

1. The need to concentrate on (Executive/
planning and operational All
guidance to staff through Departments)

the creation and dis-
semination of formal
policies and procedures;
2. The need to secure more (All
persconnel, equipment and Departments
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materials to make assimil-

ation of acquisitions easier;

The need to commit more
personnel, money, time,
materials, equipment and
know-how of the required
quality and qguantity to
meet long-term organiza-

tional needs;

The need to establish an
internal audit review
function as well as an
internal review program
for the company's computer

system;

The need to formalize and
computerize the budgeting
process, including the
training of management
personnel in the budgeting
process and the provision of
budget and budget deviation

17

(All

Departments)

(Parent
Company Audit

Services)

(Budget

Department)
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10.

reports to managers;

The need to provide revenue
and gallonage billing com-

parisons;

The need to implement a work

order and property records

system;

The need to create written
accounting department

policies and procedures;

The need to computerize the
preparation of annual

reports to the Cdmmission;

The need to establish and
implement more formalized
internal controls of cash
management, including the
separation of cash manage-
ment duties among various

18
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(Accounting
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11.

12.

13.

employees rather than

having one employee perform

all cash management functions;

The need to explore alter-
native long-term borrowing
mechanisms which, while
unavailable to small, self-
sustaining wastewater
utilities, might be avail-
able to the larger utility
resulting from Southern

States' growth;

The need to upgrade or
replace the then existing
telephone system or develop
a totally new means of
communication with field

personnel ;

The need to develop and
inplement guidelines and
written criteria for max-
imizing interest earnings

19
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i14.

15.

16.

17.

on customer payments;

The need to secure detailed
information from customers
applying for service to

reduce bad debt expenses;

The need to re-institute

use of collection letters;

The need to develop and
implement a comprehensive
policy and procedures manual
for all customer service

functions;

The need to develop and
implement a salary and wage
administration program which
establishes salary guide-
lines, ensures salaries are

competitive and consistent,

and reduces employee turnover:

20

(Customer
Services

Department)

(Customer
Services

Department)

(Customer
Services

Department)

{Human
Resources

Department)




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

18.

19.

20.

The need to develop and
implement defined manager
and employee performance
evaluation procedures to
determine employee com-
petence, identify training
needs, document reasons for
termination (and thereby
avert egqual employment
opportunity discrimination
lawsuits) and protect
utility assets from damage

by employee negligence;

The need to improve security
of electronic data processing
facilities from loss by

theft, damage or destruction
supplies, files Services/

and equipment;

The need to develop and
implement a disaster recovery

21
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21.

22.

23.

24.

25.

plan as well as emergency and
fire procedures to prevent

risk of loss of data;

The need to develop and pro-
duce computer operating
statistics for management

review;

The need to use computers
to generate customer notices,

when feasible;

The need to remove employee
payroll entry responsibility
from the managerial level to

lower level employees;

The need to centralize the

purchasing function;

The need to develop and
implement policies and
procedures for bulk purchase
decisions;

22
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26.

27.

28.

29.

The need to develop and
implement competitive bidding

procedures;

The need to develop proce-
dures to competitively bid

insurance policies;

The need to develop and
implement a formal purchase
order submission and approval
procedure including a chain

of command for purchase order

approvals, purchase guidelines

for managers, emergency pur-

(Purchasing

Department)

(Administra-
tive Services

Department)

(Purchasing/
Engineering

Departments)

chase procedures and appropriate

documentatiand audit trail

procedures;

The need to develop and
implement capital expense
authorization and documenta-

tion procedures;

23
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30.

31.

32.

The need to develop and
implement scheduled preven-
tive maintenance procedures

for vehicles;

The need to develop and

implement written policies
and procedures for transport-

ation management; and

The need to develop and

implement controls to prevent
the potential misappropria-
tion of gasoline purchases
including a computerized

tracking system.

(Administra-
tive Services

Department)

(Administra-

tive Services

Department)

(Administra-

~tive Services

Department)

Mr. Sweat will address those portions of the Audit

Report relating to field operations,

training and

related subjects as well as Southern States’

compliance with related Commission recommendations.

As previously noted,

24
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listed above and virtually all of the other
recommendations, with modifications, were accepted
and implemented by Southern States after careful
analysis and study.

I SBHOW YOU EXHIBIT _ ___ (FLL-5) UNDER COVER PAGE
ENTITLED "PRE AND POST-AUDIT REPORT S8TAFFING
MODIFICATIONS OF SOUTHERN BTATES. " WAS8 THISB
EXHIBIT PREPARED BY YOU OR UNDER YOUR DIRECTION AND
BUPERVISION?

Yes, it was.

PLEASE BRIEFLY DESCRIBE THIS EXHIBIT.

This exhibit identifies the structure of the
various departments within Southern States that
provide administrative and general services to all
of our systems as opposed to the structure which
existed prior to the issuance of the Audit Report.
This exhibit demonstrates that Southern States has
achieved the departmentalization and specialization
of services which the Audit Report indicated would
be required to enable it to become a successful
utility company as oppesed to its prior "Mom and
Pop" existence. Indeed, Southern States and Lehigh
combined currently provide service to approximately
160,000 customers or almost 4 times as many
customers as when the Audit Report was issued. As
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demonstrated in the exhibit, Southern States was
not capable of providing the services required of
a large utility company prior to the post-Audit
Report modifications.

DID THE COBT OF PROVIDING UTILITY SERVICE RISE AS
A RESULT OF THE POST~AUDIT REPORT MODIFICATIONS?
Yes, they did. However, as indicated throughout
the Audit Report, the structures and procedures
which existed prior to the indicated modifications
were deficient in many ways and were not conducive
either to the proper running of a large utility
company or to the rendition of high quality utility
service to our customers. Perhaps if we had not
made these required modifications, we would now be
in receivership 1like the prior owner of our
affiliate, Lehigh. However, we believe that with
our current structure and operations, and given
appropriate regulatory treatment, we can become the
preferred provider of utility service to many more
Florida residents.

COULD YOU BRIEFLY DISCUSS8 THE INTERRELATIORSHIP
BETWEEN THE IMPLEMENTATION OF THE AUDIT REPORT
RECOMMENDATIONS AND THE CURRENT CORPORATE STRUCTURE
OF BOUTHERN STATES IDENTIFIED IN YOUR EXHIBIT
{FLL-5)?
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The Audit Report admonished us by pointing out that
we nheeded to commit the "personnel, money, time,
materials, equipment and Xnow-how . . . of the
required quality and quantity if SSU is to meet
long-term organizational needs." I hasten to point
out that since the audit Report was issued Southern
States has spent more than $50 million in plant
improvements and expansions, that Southern States
employs more than 450 employees, that the O&M and
A&G expenses of Southern States now exceed $24.5
million and that the general plant assets of
Southern States now exceed $17.2 million.

In general, implementation of the recommendations
has created a more defined corporate structure
comprised of various new departments with clearly
defined areas of specialization. For instance, I
identified 3 audit recommendations relating to
inadequate purchasing functions. In response, we
created a purchasing department (3 employees) which
established and implemented formal purchasing
guidelines and bidding procedures. The purchasing
department also oversees the bidding of all
purchases and capital projects to ensure that we
receive the most reasonable prices possible.

In response to the numercus recommendations

27
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concerning the need to upgrade and increase
utilization of our computer system, including the
production of annual reports to the Commission,
management reports, customer notices, budget
reports,'etc., I note that our information systems
department is now staffed by 12 employees which
serve Southern States' 160,000 customers. Revenue
and billing comparisons are now available to
management due to the creation of a rates
administration department (including billing
personnel) (10 employees) with the required
equipment to make these reports possible. In
addition, we created a budget department (2
employees) which is responsible for develecping
budgets, training management personnel in the
budget process and producing budget deviation
reports. Our accounting department has developed
and implemented written policies and procedures and
established a property records department (3
employees). A treasury department (5 employees)
also has been established which has developed and
implemented written procedures and controls for
cash management. The treasury department also
monitors our sources of funds and is primarily
responsible for obtaining debt funds at the most
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favorable terms possible, although access to such
funds has become virtually impossible under current
circumstances. A manager no longer performs
payroll entry activities but rather these and other
related functions are performed for our 450
employees by our payroll department consisting of
3 employees. Our customer service department (11
employees, including meter readers) has revised our
application for service, developed and implemented
written policies and procedures and undergoes
appropriate training in customer relations and
communications from an employee certified to
conduct such training. It is noted that effectiye
January 1, 1992, customer service personnel,
including meter readers, throughout Southern
States' service territory and at Lehigh report
directly to the customer service department in
Apopka rather than operations. Oon that basis,
total customer service personnel including meter
readers is 69 employees. The expertise required to
conduct a wage and salary analysis, establish
salary guidelines, develop and implement employer
and managerial evaluation procedures, administer
our pension and benefits programs and other related
activities are now performed by members of our
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human resources department (4 enmployees),. Our
administrative services department (1 employee) has
developed and implemented a Fleet Management
Program which includes the utilization of the
services of Wright Express for the monitoring of
vehicle maintenance requirements and gas purchases
for our vehicles. This department also is
responsible for bidding out insurance coverages and
administering our insurance policies. We also have
created a records retention department (1 employee)
which is responsible for filing and maintaining
critical documentation regarding our operations,
including the project files referred to in the
Commission's Audit Report.

I BHOW YOU EXHIBIT ___ (FLL~6) UNDER COVER PAGE
ENTITLED YDESCRIPTIONS OF THE DUTIES AND
RESPONSIBILITIES OF THE ADMINISTRATIVE AND GENERAL
DEPARTMENTS OF SQOUTHERN STATES. " WAB THIS EXHIBIT
PREPFARED BY YOU OR UNDER YOUR DIRECTION AND
BUPERVISION?

Yes, it was.

COULD YOU BRIEFLY DESCRIBE THIS EXEIBIT?

Yes. This exhibit identifies the duties and
responsibilities of the various departments which
provide A&G services for all of our systems. In
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addition to the duties and responsibilities I have
identified earlier in my testimony (which are in
direct response to the Commission's Audit Report),
each of these various departments provides many
other services which are integral to the effective
and efficient operation of a water and wastewater
utility company in today's regulatory environment.
DID THE AUDIT REPORT IDENTIPFY ANY DEFICIENCIES IN
GENERAL PLANT FACILITIES TO WHICH BOUTHERN ETATES
RESPONDED?

Yes. However, before 1 discuss the identified
deficiencies I would like to restate that the
Commission's Audit Report commends Southern States!
foresight and planning in centralizing its
management in Apopka, Florida and constructing a
new office building to accommodate the consolidated
operations. 1In addition, we have made significant
investments to upgrade and replace our computer
facilities and communications systems. These
investments have assisted us both in satisfactorily
addressing the Commission's concerns regarding our
communications systems, and fulfilling the
recommendations concerning the computerization of
reports, customer notices, billing, Commission
filing, etc.
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COULD YOU BRIEFLY DESCRIBE THE METHODOLOGY USED TO
ALLOCATE COMMON COSTE8 TO THE SOUTHERN STATES WATER
AND WASTEWATER S8YSTEMS INCLUDED IN THIS PROCEEDING?
Yes. The methodologies used to alloccate common
costs are set forth in Volume I, Book 2, page 2 of
the MFRs. Custonmer accounts, A&G and general plant
expengses were allocated to each water and
wastewater system based on the number of customers
served by them as a proportion of the total number
of customers served by and receiving the benefits
of Southern States' A&G services. The allocation
of common costs based on the number of customers
served by individual systems is the established
methodology of the Commission for water and:
wastewater utilities as evidenced by the use of
this methodology by all such utilities which must
allocate common costs similar to those we allocated
in this proceeding. Southern States is not aware
of any water and wastewater utility in this state
which currently allocates common costs on any other
basis. In addition, Southern States is not aware
of any Commission order which indicates that an
allocation based on the number of customers served
by individual systems is unreasonable. There is no
logical basis for distinguishing Southern States
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from other water and wastewater utilities in this
state for purposes of selecting a reasonable and
appropriate allocation methodology. For these
reasons, we believe that the allocation of customer
accounts, A&G and general plant based on the number
of customers served by each of the water and
wastewater systems included in this proceeding is
reasonable and proper.

As also indicated on page 2 of Book 2 of Volume I
of the MFRs, deferred taxes, investment tax credits
and the parent debt adjustment were allocated based
on either a gross plant allocation factor or a
combination of gross plant and CIAC allocation
factors. These allocation methodologies also are
consistent with past Commission practice and thus
are reasonable and proper.

DOES THAT CONCLUDE YOUR DIRECT TEBTIMONY?

Yes, it does.
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L. INTROQUCTION

THOR

The Florida Public Service Commission (Commission) by state law,
is charged with the responsibility for regulating not only the rates
used, but also the quality of the service provided by the private,
investor-owned utilities which serve the public throughout the State of
Florida. As directed by Florida Statutes, the Commission sets and
monitors all rates for utilities under their jurisdiction. Such rates
are set at a tevel which allows a reasonable rate of return on a
Commission approved Iinvestment base, and which recognizes an acceptable
level of service gquality being received by the utilities' customers.

In order to meet their mandated responsibilities, the Commission
employs a staff of aralysts and auditors to calculate and monitor the
rate structure and toc verify the existence of the tnvestment base. In
- addition, the auditors may review all or selected portions of the
day-to-day operations and management of the company as a means of
verifying the extent to which that utility provides an effective,
efficient and economic product while still giving customer satisfaction.

More specifically, the Commission has established the Bureau of
Management Studies within the Division of Auditing and Financial Analysis
to perform Management Audits on a selected basis. MWhile the results of
these audits are not intended to reflect directly on the ratemaking
process, they are intended to provide important supplemental information
as to the overall prudency of the way the utility conducts 1ts business.

BACKGROUND

This report represents the first comprehensive management review
of a water and sewer utility conducted by Management Studies. It was
undertaken in response to a request of the Division of Water and Sewer
which has primary responsibility for the regulatory oversight of the
industry. Their primary concern at the time of request was with the
efficiency of Southern State's management, more specifically, that the
Company was engaged in “crisis" management at an ultimate increased cost
to 1ts customers.

Although this review centers on Southern States Utilities, Inc.
(SSU), other companies of a similar size and nature may enhance their
effectiveness and efficiency by reviewing their own operational and
management practices in 1ight of our findings and recommendations at
Southern States.
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SCOPE AND QBJECTIVES

While the scope and objectives of this audit were defined by
Management Studies, they were done with due consideration of the specific
concerns expressed by staff of the Division of Water and Sewer,

The scope of our review was designed to be comprehensive in
nature, comprising all major aspects of the management and operations of
Southern States Utilities, Specifically, the following areas were

covered:

0

o

Organiiation and Management
Financial Management

Field Operations

Customer Services

Personnel Management

EOP Controls

Purchasing and Inventory Control

Transportation Management

The primary objectives of this review were as foliows:

o

It
Company's

To provide an independent and comprehensive review of the
effectiveness and efficiency of Southern S*ates' management
and of selected company operations .

To identify functions being performed wel)

To develop meaningful, cost-effective recommendations for
{mprovement

To produce an accurate and comprehensive report of our
findings, conclusions, and recommendations

To ensure the satisfactory implementation of our
recommendations.

fs our sincere fintention that this report describes the
strengths, as well as {ts potenttal areas for Iimproved

managerial and operational practice.
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METHQDOLOGY

The review of each Iindividual area was conducted in three
primary phases:

0  Orientation/Preliminary Survey
o Review and Analysis
o Report MWriting

Ouring the Qrientation/Preliminary Survey phase of each area,
the Commission staff visited Company facilities and met with key
management personnel in order to deveiop an understanding of the Company
and 1ts environment, and to introduce management to the audit process.
Appropriate documents were gathered and reviewed, providing technical
definition and direction, as well as a better understanding of the
Company's key areas. Upon completion of this phase, the staff developed
com?rehensive work plans detatliing the timing and topics in each area of
review,

The Review and Analysis phase consisted of two major steps: 1)

data collection and 2) review and analysis. Data was collected thrc-3h
interviews with Company personnel, review of documents and reports,
cbservation of fleld operations and facilities, and written surveys. Al
key personnel from senior management to line personnel were tnterviewed,
representing the most time-consuming aspect of the review. Data analysts
was then performed in each area under review. The analysis consisted of
summarization, development of performance measures, and evaluation.
Utilizing both gqualitative and quantitative measures, the Company's
overall performance was evaluated, identifying strengths as wei! as areas

of potential improvement. : .

The culmination of the process was the Report MWriting phase.
Upon completion, report drafts were provided to the Company for review
purposes. The findings and recommendation were discussed with Company
representatives to verify supporting data, and to ensure the Company's
understanding of those findings.

An Executive Summary (under separate cover) provides an overall
assessment for each area reviewed at SSU. Following the assessments are
the recommendations for that particular area. For the Company's benefit,
each recommendation has been prioritized by assigning a value of high
(H), medium (M), or Jow (L). The value signifies the relative importance
of each recommendation as percelved by our staff. The Company's verbatim
responses appear directly underneath each recommendation, and where
appropriate, additional staff comments follow the Company's response. A
true understanding of the issues, however, can only be accomplished by
reading this final report.
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PA VIEW

KGROUN

Southern States Utilities, Inc. (SSU), a Florida corporation
headquartered at 1000 Color Place, Apopka, Florida provides water and
wastewater utility services tn 17 Florida counties. The firm was
established in 1961 by fts current Vice-Chairman Tom Kravitz. In 1948,
SSU was purchased by Universal Telephone, Inc. (UTI) and continues as a
99.5% owned subsidiary. During 1984, UTI and 1ts subsidiaries, including
Southern States, were acquired by Topeka Group, Inc., a wholly-owned
subsidiary of Minnesota Power.

BUSINESS QVERVIEW

Southern States exists as a regulated public utility providing
water and sewerage services primarily to residential communities through
tts own network of plants and distribution facilities. At present, the
Company has almost 41,000 customers with a revenue base of approximately
$7,000,000 all serviced by approximately 100 employees. Growth im the
Company's business during the 1980's has been moderately high across all
measures. MWater service has consistently accounted for the largest
portton of activity.

As of October 1987, the Company operated in 17 Florida counties,
predominately 1n central and northeast Florida with a recent acquisition
on the west coast. Each system s regulated by the state's Public
Service Commissfon (PSC)--or in some instances 1ocal county government.
The Florida Oepartment of Environmental Regulation (DER) takes a lead
role in setting and enforcing operational standards.

Much of the Company's asset builld-up arises from contributions
made by developers and builders. These contributions-in-atd-of-
construction (CIAC) 1include «cash from connection fees, title to
constructed water-sewer lines and land. Such contributed property is
accounted for as addittons to utility plant and as an offset to its rate
base. MWhile SSU's 1985-87 Business Plan indicated that part of the
Company's business strategy involved selling systems and plant assets,
primarily to governmental entities, all top management officials
currently agree that their goal under Minnesota Power s to maintain
acquired assets and grow into a large water and sewer utility company.

Stnce acquisttion by Minnesota Power in August 1984, significant
steps have been tiaken to acquire additional water and sewer systems. Of
the existing 41,000 customers as of October 1987, over 21,000 have been
acquired since August 1984. Alsc, {n 1985 and 1986, Minnesota Power
acquired a major interest in the Deltona Corp. and currently holds an
option to acquire Deltona's water and sewer systems in Florida which
serve 73,000 customers. Minnesota Power has stated that the merger would
greate "Florida's largest privately owned water supplier as early as

988." :
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T MANA NT_AN ANJZATICN

QVERVIENW

This chapter presents an assessment of Southern States'
executive management processes and overal! organizational structure.

An overall assessment of a company's management and organization
must reflect the quality of 1ts planning, organizing, directing, and
controlling functions. Ffor a company to achieve its stated goals and
objectives in an efficient and effective manner, these basic functions of
management must exist. Planning forms the basis for each of the other
functions. It dnvolves setting goals and objectives and developing
strategies for achieving them. Qrganizing is the process of establishing
sound organization structures and relationships. Qirecting finvolves
moving resources toward 3 goal! through effective leadership, motivation,
and communication. The Lontrolling function ensures that directed action
is carried out as planned in order to achleve a desired objective.

BACKGROUND AND PERSPECTIVE

Southern States Uttlities, Inc., (SSU) s a water and wastewater
treatment company with headquarters in Apopka, Florida. Founded in 1861,
the Company was purchased by Universal Telephone, Inc. in 1968, which was
subsequently purchased in 1984 by Topeka Group Inc., a wholly-owned
subsidiary of Minnesota Power and Light (MP&L). Exhibit I shows the
current organizational reltationship, as well as the interrelated services-
between each affiliate. Although SSU's management currently reports to
Universal Telephone, Inc., the Ilatter's actual Iinvolvement in SSU's
decision-making process is only minimal. MKhile the formal organizational
chart says one thing, the reality of the situation finds SSU being more
fnvolved with the Topeka Group, 1.e., there §s an “Informal* structure
operating here. As a result, steps are now being taken to make SSU a
direct subsidiary of the Topeka Group. Minnesota Power & Light also
actively participates with Topeka Group in setting SSU's direction, i.e.,
SSU obtains limited financial and management services from both Topeka

and MPLL.

It should be noted that SSU has a sister affiliate which also
reports to the Topeka Group: The Deltona Corporation. During 1985 and
1986, Topeka acquired & major interest in Deltona. Deltona is a land
developer with significant water, sewer and gas utility holdings tn the
Florida market. SSU conducts no business transactions with Deltona.



Electric Power Uti}ify

Holding Company For
MPEL Acquititions

Holding Company For

Various Talephone Utilities

Water and Sewer
Utitity
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SOURCE: COMPANY RECORDS

THERN STATES' AFFILIAT

MINNESOTA
POWER & LIGHT

Prepares state and federal tax raturnsg .

Provides [nternal Audit support for year-end saternal aucits
and audits of pending acquititions

Recpives Ao services from SSU

TOPEKA GROUP
INC.

Provides analysis and review assistance on pending
acquisitions

Provides technical and financial planning assistance upen
request

S§SU provides wmanagement oversight of water wutility in
Carnlinas

UNIVERSAL
TELEPHONE INC.

Provides managsment services in  form of  managament,
administrative, and legal review o

Provides financia) statement raview and overall financial
glanning

Reteives no services from SSU

SOUTHERN STATES
UTILITIES, INC.

VENICE GARDENS
UTILITY INC.

SSU performs all admimnistrative suppert functions

VGU has own field ang office staff

VGU provides no services to SSU

SSU is responsible for developer agresments and censtruction
contrasts
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In order to gain a better perspective on the size and complexity
of the problems associated with managing a firm tike SSU, we need to
understand the magnitude of its operations. Exhibit Il -shows us the
geographical dispersion of their varied operating units which are
primarily controlled from the central office in Apopka, Florida. The
Company coordinates all! plant operations, maintenance, and line
connections and disconnections through this central office: the work is
carried out through local offices using maintenmance and service trucks
which are in contact with Apopka. While the majortty of the
administrative, bitling and clerical functions are performed at the
Apopka office, the Company maintains am office in Miami,.which handles
only acquisitions and financing.

The Company's water and sewer mains are generally fnstalled
along roads and highways by virtue of utiliity easements and aggregate
about 275 miles of water mains and 120 miles of sewer mains. They own a
fleet of 47 maintenance and service trucks to carry out their daily
operations, which service approximately 41,000 customers.

Exhibit III provides us with a view of top management's
organizational relationships, while the charts depicting the Field
Operations staff can be found in Exhibits VIII and IX 1in the Field
Operations chapter. It can be noted that the President also bears the
responsibility of belng the Chief Operating Officer. He has been with
the Company since 1963 and has worked his way up through the ranks,
assuming his current position in 1984. The founder of the Company
currently holds the titles of Vice Chatrman of the Board and Vice
President of Finance and is the only member of management operating out
of the Miami Office.

It is also important to understand that the only other person on
a vice presidential level (Business Deveiopment) s a fairly recent
addition to the organization whose appointment was sponsored by Minnesota
Power and Light (MP&L) and whose salary 1{s paid by them. He f{s
essentially there to learn the water and sewer business and help Southern
States to develop their business in a manner consistent with MP&L's goals.

While SSU has been a small business organization for some time
now, they stil]l have several vestiges of a "Mom and Pop" operation. The
typical growth pattern characteristics are eastly recognizable at
Southern States. Its history as a “Mom and Pop" business ts reflected in
the observations that the President is not a full-time administrator; he
spends much time in direct operations. He personally knows averyone in
the Company; he knows their strengths, weaknesses, and ambitions.
Employees understand what {s expected of them through example and
tradition. Levels of management are limited; the organizational
structure ts simple. Everyone performs multiple jobs as needed, and the
plans and budgets are informal, {f they exist at all.
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Many responsibilities are at the point of needing to become
separate from each other and are on the verge of requiring adced
specialization for those who occupy the positions. Functions throughout
the Company are becoming more departmentalized, adding structure to the
organization. A1l management tasks, but especially those of the upgzer
managers, are in the process of changing from a hands-on approach to one
of gquidance and decision-making.

.The transition from a "Mom and Pop" company to a smail business
is not necessarily a gradual evolution. More often 1t is a recognizable
point at which decisions about growth are forced upon management.
Southern States {s experiencing this “threshold" phenomenon, the point at
which change becomes necessary. The proper management of this change
separates companies which are marginal from those which become
successful.,

It is our observation and opinion that Southern States has made
some fimportant first steps in becoming a successful small business
entity. They are to be commended for: (1) their decision to move their
base of operations from Miami to Orlando which is more centrally located
in their operating area; (2) their foresight in recognizing the need for
a larger facility in Apopka which would be able to serve them through
their next surge of expansion; and (3) their clear understanding of the
need to install a major upgrading of their EDP capacity to handle
information processing needs resulting from planned customer growth over
the next several years,

However, 1t is quite common for any company undergoing rapid
growth and expansion to require extensive change: in {its management
functioning. Southern States 1is no exception. ~nile management has
performed well in many respects, there are still a number of improvement
opportunities to be acted upon. As Southern States expands, the
management functions of planning, organizing, directing, and controlling
will need to become more differentiated, formalized, and systematic.
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Managers at Southern States frequently act as individuals rather
than as members of a smoothly functioning management team. This results
from a combination of factors. Tep—management_hag not clea;jx,jﬂgnil{jed
the re ities of mid-managers, nor have they adaquately delegated
the corresponding authe™ItYy tT0 The—managers Furthermore, Ftines of
authority are sometimes wunclear and the chain-of-command s often
ignored. More specifically, the President has a tendency to become
personally involved in too many operational detalls, rather than
delegating and relying on his mid-mamagers. Too many decisions, which
should be made at the mid-management Tevel, are being made by the
Prestdent. Such a process causes unnecessary delays in operational
execution because the Prestdent §s often engaged in business activitias
other than the one for which a decision is being sought.

Accordingly, management is often in a position of belng reactive
to the situation at hand, rather than doing adequate advance planning.
To quote the term used by one interviewee, they are often in a “"crisis
mode" with no time for planning.

As other examples, mid-managers have little or no opportunity to
participate in planning for thelr areas of responsibility. They have no
frput to the business plansg, budgets. or goals and objectives for their
unit. (See related Recommendation 4 on page 17.) Simijarly, they Tack
the authority to make_ _some _relatively _minor dectsions, such as
expenditures for purchases or repairs involving very modest sums. Also,
they do not receive feedback {n the form OF wanagement reports on how
well they are doing so they may gauge their success. (See Financial
Management Recommendation 13, page 27 and Field Operations Recommendation
36, page B55.) In summary, they do not have the opportunity to
participate in performing many of the functions basic to management.

A standard or criteria for improvement should be considered by
the Company. More specifically, top management must continue to monitor
themseives to assure that they are adequately performing the basic
management functtons of planning, organizing, directing and controlling.
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Planning should be conducted so that unit managers are formaily
instructed to submit suggestions regarding their respective operations.
Proper organization requires that each business entity formulate a
structyre along distinct lines of authority and responsibility. The
structure must adequately serve the demands of the organization and the
chain-of-command must be understood, accepted and followed.

After the planning and organizing functions are 1n place,
directing must be addressed. Directing requires that the appropriate
responsibility and the corresponding amount of authority be delegated to
the unit manager. Senior management must then provide broad, clear-cut
guidance and direction, such as providing adequate policies and
procedures. They must also allow mid-management the necessary latitude
and discretion to carry out their respective responsibilities.

Finally, senfor management must engage tn controlling
operations, by holding mid-management accountable. Techniques for
controlling iJnclude checking for compliance with company policies and
procedures, monitoring management reports, and making spot checks and
observations. (See the Financiai Management and Field sections of this

report).

To summarize, the effects of not adhering to the above criteria
are apparent at Southern States. Managers are uncertain of their
authority and responsibiiity. Too many minor decisions are referred to
higher management. Lines of authority are not distinct and the
chain-of-command is often ignored. Much of management is reactive and
frequently in a crisis mode, devoting inadequate time to planning.

1.(H) vel m : men
11 i 1 T

Each Manager,

In developing a c¢lear and concise statement, management must
assess the anticipated risk of delegating responsibility in any given
area. Similarly, management must determine the level of accountability
which will be required for a task. Furthermore, the statement must make
apparent a clear chain-of-command throughout the organization.
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Management at Southern States does plan for their business
future. They have produced 3 formal written Business Plan for 1985-87
and they have written a Ffuture Organization Plan - Phase I. They are
also f‘in the process of updating their Business Plan for the 1988-90
time-frame.

However, our review of thelr overal! planning efforts leads us
to believe that the level of effort so far put forth is insufficient to
provide adequate guidance for a company that is on the threshold of such
rapid expansion--an fincrease from 34,000 customers to 110,000 plus by
1990; revenues from $4,000,000 to $44,000,000.

Their entire planning effort centers around only one of the
three phases of a good management planning process: the medium-range
phase. A good systematic approach to business planning should inctlude a
long-range (5-10 years) strategic view; a medium-range (2-5 years)
bustness plan with detatled goals and objectives; and a short-range (1-2
years) operational or departmental plan which has been spacifically
integrated throughout all levels of the business to ensure the prope-
execution of the longer range aspects of both the strategic and the
bustness plans.

At Southern States, we found only a medium-range Business Plan
and that effort does not address some of the vital bits of information
required to ensure the smooth and orderly attainment of the Company's
goals and objectives. The answers to the questions of who, what, where,
when, and how, are either answered 1nadequately or are not sufficlently
clear to guide those people who have the practical tasks of making the
Company's goals and objectives happen as planned. uthern States'

current Business Plan seems to us to be more of a description of h0!
growth will affect th functional areas of the business  than a

plan that answers the preceding questfons in detail. It seems like a
pramwrittéen more to inform the parenf company of where Southern States
intends to_go, than how or when they intend to get there or who is
responsible for carrying out the plan.

et

This business plan e=nat a working document that 1s capable of
providing operattonal guldance to the staff and management of Southern
States. It is a reasonable starting point, but to create an effective
tool some missing elements need to be be addressed in more depth. Two of
the first elements that need to be addressed are the “wMB?* and the
"what?* The Business Plan does not provide a detaited description of the
physical structure of the business. It does give us an “overview“ which
helps us relate to the geographic stze and location of the operating
systems, but fails to give us any idea of what actually constitutes the
resources available to apply to attaining the Company's goals., Likewise,
there is no available description of the key people responsible for the
appiication of this ptan. We know nothing of their abhilities to execute
the plan, nor of their individual responsibilities within the plan. The
closest the plan comes to discussing parsonnel is the forecasting of the
number of bodies required to meet certain growth demands.
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Next we find no real assessment of the Company's strengths and
weaknesses which would involve detailed analysis of at least the products
and services provided, distribution channels (if applicable), reputation
and image of the Company, suppliers, product cost, capacities and
facilities, and financial resources.

In the area of marketing analysis, we find only a brief listing
of prospective acquisition companies and an even briefer indication of
four areas the Company will evaluate for non-utiiity expansion. There is
absolutely no indication that any analysis of Southern States' utility
(water_and .sewer).market share has been done; however, the plan does
indicate that _studies—will be done on each of thé four areas of interest

for non-utility diversification with_additional anaTysis fo he done if
warranted by the studies. In either case, (utiTIty or non-utility) there
ysno discussion, beyond generalities, of acquisition tactics, costing,
priorities, reasons for or against purchase or deveiopment, or other such

factors.

" ’40"

Likewise, we find only a cursory mention of the Company's . <Dt/
external environment, It 1is vitally important that management £ lean iva
understands who the competition is and how they operate, what makes up '~ 4.«
its potentfal market, what laws and regulations affect their y
operations--present and future, and how changing technology can make the -
Company more efficient and productive. The current Business Plan makes
no attempt to summarize all the external opportunities and threats that i
may present themselves Tn the process of growing the Company into the| -
T930's. ‘ : '

In addition to the preceding deficiencies, there is a notable
lack of milestone guidelines as to when desired events will take place,
f.e., it ts very hard to be able to measure meaningful progress teward
the goals set forth. Granted, there are some timing indications, but
they are mostly in terms of years or quarters of years and never approach
the level of tactical or operational plans which can be quantified and
measured. MWhile there are {income and expense projections, they only
cover the first vear (1985) of the three-year plan and there are no
cash-flow projections.

Finally, the most {mportant element that is underplayed in the
current planning process 1s "how" the Company intends to get from {ts
present state to its newly defined future state. This “how" element is
the link that integrates all the thinking and information that goes into
a business plan. Nhen utilized properly, it enables the plan to become a
working document that helps managers to manage the Company on a
day-to-day basis. Although there is some element of how the goals will
be pursued, none of the projects are spelled out in any implementing
detajl-~they address the intent of the project itself only in the most
general terms.
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Having reviewed the Company's efforts at addressing the
medium-range planning phase, we would be remiss in our obligations if we
failed to discuss their efforts in the other two phases--strategic and
operational.

Southern States' management's approach to planning does not
appear to include a recognition of the commonly accepted timing concept
of business planning, i.e., the long, medium, and short range phases.
Consequently, they do not produce a system of integrated plans which
leads to their management style being more reactive than proactive. This
In turn, leads to the uncertain allocation of scarce resources or even a
lack of resources at the required time.

Southern States does not have a definitive plan that could
qualify as long-range or strategic. As previously stated, their basic
effort revolves around a medium-range outlook. Also, as discussed
previously, they do not prepare annual operating ptltans. They rely upon
the 1imited direction implied by their operating and capital budgets and
the President's yearly objectives. It is important to reaiize that
Southern States' budgets and its President's objectives are not adequate
to function as annval plans because:

- information contained Yn them 1s not avajlable to everyone
as a shared goal

- they are not tied directly back to the objectives in the
Business Plan, nor to the goals of the Company 1n general

- they are not being used to set priorities

- the process by which they are established includes only
minimal {nput from the individual department managers,
t.e., specific tocal objectives are not being developed by
the various departmental managers

- the cructal element of management  feedback concerning
performance varfance is insufficient.

It is a common practice for smaller companies to overlook the
value of committing time and resources to the production of detailed
operational planning documents. Many of them rely solely upon budgets
and maybe a generalized set of objectives such as takes place at Southern

States.
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Southern States Officers And Bgoard Members Should Develop A
Long-Range (Strategic) Plan Prior To Completion Of The 19BR-1630
Business Plan Update.

2.(#)

This plan needs to be written in such a manner that tt readily
brings forth a mental image that clearly defines (for the reader) the
goal that is being pursued, e.g., when President John F. Kennedy defined
the goal of NASA to be--"We will place a man on the surface of the mocn
and return him safely to earth by the end of this decade." HWithout this
type of visual picture (standard) against which to develop their
objectives the Company will have a tendency to waiver in their resolve
and commitment because their focus will change with the capriciousness of
daily operations.

3.(H) h rr : n Pl rrectin
i ith h

Strategic And Departmental Plans,

This plan should be updated annually to give a rolling three
year outlook and years two and three should reflect as much detatled data
as possible.

4. (M) r n lans For h rtmen

While such plans may not need to be greatly detailed, it s
necessary that they be documented and fintegrated with the Company‘s
larger goals and objectives. The personnel in each department must give
organized thought as to what their specific roles are which will enable
the Company to attain its goals and objectives. More specifically,
department managers must not only be allowed, but actually required, to
participate in the planning process, a srocess which includes both
financial (budgets) and operational catszyories. Khile budgets are
normally documented, the operational plans are not, and without
documentation there are no supportable standards and therefore no means
to measure progress.

5.(H) T ir r 1 AP T h
ign n n f f For

Each Phase Of the Planning Process.

Without the whoiehearted support and active participation of the
highest levels of management, planning canpot be carried out effectively.
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i n H ven Suff n iority To Th lish

Southern States has developed only a limited number of policies
and procedures. These are found in the fmployees Handbook, & copy of
which 1s given to each employee. HKhile we commend the Company for
inciuding policies on such topics as open communication, customer
satisfaction, honesty, cooperation, and problem-solving, these statements
of policy primartly address expected general conduct and required
personngl or paperwork routines. The procedures that have been
developed so far are limited matnly to the customer service and water
meter areas of operation.

Although the Company has recognized the need for policies and
procedures and implemented those mentioned above, their efforts remain
minimal and fncompiete. Management has not addressed poiicles and
procedures in a systématic manner, but created them individually as the
need arose.

Poltcles and procedures are both fundamenta! means by which
managers can direct and control functions within their enterprise.
Although each serves a different function, they are related in their
purpose of communicating management's expectations to employees.
Polictes should state the general intent of management, and gquide
empioyees in their dectsion-making. They should act as signposts or
1imits within which managers may operate. A well designed system of
policies should therefore provide a hferarchy of guides to managerial
thinking throughout the Company. At the upper-level, the statements tend
to be broad based, while further intc a Company's subsystems, policies
normally address more specific activities.

“Procedures, on the other hand, are the methods used to instruct
employees in how to carry out specific activities which conform to the
previously prescribed policles, t.e., they reflect decisions already made
and stancardized. For all levels of management, procedures should
specify, in advance, areas of latitude and discretion. They should
reinforce Company-wide performance targets by specifying the most
efficient work methods. They can also serve as a quality control in
that, tf procedures are followed, employees should perform to a specified
level or produce a specified result.

From a general management perspective, the effect of an
inadequate system of policies and procedures {s a degradation of the
important management functions of direction and control. B8y transforming
Company goals and objectives into specific policies and procedures,
management can focus Company efforts on priority areas, communicate these
to employees, and direct that tasks be performed using the most efficient
method. Management can then evaluate performance against standards and
correct any deviations.
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The effect on employees is to deprive them of written guidance
and consistent direction. This s a particularty critical factor because
the Company's field employees are geographically dispersed and operate
with minimum supervision--a condition which may escalate as the Company
acquires new systems,

In addition to a lack of Company-wide focus, the various
departments and functions within the Company do not have specifically
applicable policies or procedures. The need for specific policies and
procedures at the operating level is addressed under the individual
sections of this report:

0 Financia) Management, page 25

o Field Operations, page 45

o Customer Services, page 61

0 Personnel, page &7

0 Electrontc Data Processing, page 77

0 Purchasing and Inventory Control, page 92

o Transportation Management, page 97

6.() - Management Should Appoint A Committes To Oversee The Oevelopment
QOf A More Complete Set Of Poligies And Procedurss Appli able To
] A

~ it - Both Company And Departmental Goals And Objectives. And io Set A
it

Ihe Effectiveness., Efficiency And Ecopomy Of Both Growth And Operations
Are Being Serjousiy Impaired Bv The [mproper Allocation Of Resources.

In the process of executing an aggressive acquisition program,
Southern States is carrying out a long-range goal of Minnesota Power.
However, the process by which this goal ts being pursued does not give
due consideration to the effect upon Southern States' resource base which
must bear the brunt of the increased workload.

While a good return on equity is a commendable goal to pursue,
it must be tempered with the long-term need for a healthy and stadle
organization which is capable of continuing operations at an acceptable
level. Southern States' acquisition program has been pursued to this
point at such an accelerated pace that the Company's underlying resource
base shows signs of administrative and operational strain.
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Problems arise mainly from the demands that the acquisition
program places upon SSU's regular operating routines. These demands
divert an excessive amount of time from SSU's normal management
functions. E€ach acquisition, whether for 50 or 1,000 new customers,
requires approximately the same number of administrative tasks. Though
the staff has been expanded somewhat, 1t is not enough. The Company now
has more difficulty absorbing the marginal increase in workload that each
new acquisition entails. The situation §s especially critical in field
operations because supervisory positions have not been filled, leaving
the General! Manager overburdened with both acquisition detalls as well as
his everyday operational duties (See page S1 in the Fleld Operations
Chapter). :

Administratively and operationally, SSU needs more personnel,
equipment, and materials to make assimilation of 1ts acquisitions
easter. Also, Company personnel need more time to share the "lessons
Tearned” so as to assure that any mistakes will not be repeated. Ffor
example, the transition of one recently acquired large operation was not
carried out as smoothly as it could have been because SSU was unable to
devote enough time to the planning and coordination of the project. As a
resuit, some problems occurred due to a lack of adequate communications
with the new customers. They were not clearly informed about changes in
the utilities ownership, billing practices, and office locattons. There
was also 1nadequate guidance and training of the newly acquired
employees. Administrative time is even more critical now, because SSU
has recently become finvolved in the management of a large operation
located out-of-state.

. Another element of the problem appears to be diminished capacity
to fund for the additional personnel, equipment, and materials. Whether
the lack of investment 1{in the resource base 1s attributable to
insufficient funds or to a consclous decision by management that they can
do the Job with present resources, the result is an impairment of
administrative and operational effectiveness and efficiency, as well as
an economic detriment to the long-term growth being sought.

Goals can be accomplished only with proper and adequate
resources: personnel, money, time, materials, equipment, and know-how.
Management must be willing to commit resources of the required quality
and quantity if SSU ts to meet its long-term organtzational needs.

To be most effective, the evaluation.called for here should be
formaiized to the point of producing a document which defines the various
resources required to support the desired rate and type of growth. The
process should also fnvolve a review and sign-off by the Board of

Directors.
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rol r_The Man nt Pr n rily W n k Of
An rnal A W

While the Company's President has recognized the need for an
internal audit review process, he has not yet estabiished a formal
commitment to an audit program. The Company has no Internal Audit
department, which {s not uncommon for a firm its size. However, they do
have access to the fnternal auditing group from Minnesota Power and
Light. Also, outside auditors could be hired on a temporary basis for
one-time speciallized reviews, if required. ]

Internal auditing is a major control function which serves to
evaluate all other management controls (administrative and accounting)
throughout a company. It is a function which alsc provides oversight for
all operations being conducted, i.e., the eyes and ears of management
when the firm has grown too large for management's personal observation
of all functions. WKWith growth comes the need to develop an internal
audit capabiitity. The rapid growth and expansion of Southern States and
the commensurate expansion of the President's duties make personal
observation a control process which is no longer adequate.

8-(") H n T 4 r T r h
nt P n iv n ] W

Program.

This program should be in place and functioning by the last
quarter of 1988. One of the first priorities of this program should be
to focus on the system and programming controls of the newly instatled
computer system. Since many of the Company's critical functions are
being automated, there is a need to install a whole new set of management
and system controls to ensure proper safequarding of the data-base assets.

Khile this program may originally involve outside auditors, ¢
should have as jts ultimate goal the establishment of an internal audit
function within the Company.

The Executive Management Functions Are Unnecessarily Separated By SSU's
Maintaining A Second Office In Miamt,

Miami was the site of Southern States' main office until 1983
when it was moved to Orlando to be more centrally accessible to the
service area. However, the founder and former President of the Company
still maintatns his office in Miami. He carries out his duties under his
present titles of Vice-Chairman of the Board and Vice President-Finance
from that location, aided by a staff of three part-time employees who
provide clerical support.
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The Vice President-~-Finance states that both his knowledge of and
history with Miami banking institutions have been extremely advantageous
to Southern States in obtaining more favorable loan rates. (See pages 39
and 40 of the Cash Management section for a more detailed discussion of
the borrowing terms negotiated by SSU in 1986.) He belfeves this type of
relationship 1s unavailable in other locattons, including Orlando. while
we agree that Southern States should obtain the most favorable bank rates
available, interviews with other Company managers indicate that favorable
rates may be duplicated outside of Miami. (Until recently, however,
Company management has made only a limited effort to establish
relationships with banks in the Orlando area. .

The head of the Miami office estimates average monthly expenses
to be:
Rent/Power $ 864 : ’

* of .
Telephone s a8¢ G 0§67C 1
Salaries/Benefits $7.705

It should be noted that expenses for trave)l and postage and other office
overhead are not refiected in this estimate.

We recognize that the finmancial savings from closing the Miami
office would not be enormous since at least, the Vice President-Finance's
salary, would still be an expense. Our primary concern is that the major
management functions should be consolidated. Executive management
functions need to be readlly accessible to each other, particularly in
this critical growth period when coordination within the Company is so
important.

9.(L) hages T

' -Tah!
M f ng Move All vices Tg A )

Southern States needs to consolidate and streamline its
financial management functions. This can be accomplished gradually by
transferring functions to the main office as appropriate. A time-table
should ensure a smooth transition.

SS5U should also begin to develop contacts with financial
institutions in the Orlando area, in an effort to obtain favorable loan
rates. Such action is an fimportant first step toward duplicating the
relationships which have been established with Miamt financial
institutions.
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he Pr Khich wiy Acquir Ar val v Th

Company At Rtsk For Costly Undiscovered Defegcts,

During the evaluation of a system for potential acquisition,
Southern States must look carefully for hidden defects which need to be
considered in the offering price. A defect may manifest fitself as a
problem with the facitities, a need for plant expansion, an inaccurate
estimate of rate base, a contingent 1tability, or other such difficuity.
In earlier years, more of the systems acquired were iIn poor operating
condition and more ltikely to contain a hidden defect.. However, as
recently as 1985, SSU acquired a group of systems that produced several
hidden defects which were substantial. Consequently, an unanticipated
expenditure of several hundred thousand dollars was required to correc:
the defects. This situation must be avoided in future acquisitions.

Khile the Company has improved {ts genera! procedures for the
acquisition process, 1including the development of “"check lists," ang
accounting and enginesaring audits for major acquisitions, they still lack
& formal program for comparing the actual costs incurred with the costs
anticipated at the time of purchase. Such a cost analysis program wiil
highlight weaknesses fin the procass and thereby protect the Company and
ratepayers.

Each pubiic utitity s obligated to carefully evaluate a
potential acquisition to assure that it will not be a detriment to the
existing ratepayers. Similarly, the acquired customers should benefit
from being purchased, often by receiving impreced or more reliable
service. Finally, the utility as an {nvestor, must avoid making an
imprudent ftnvestment which might be disallowed for ratemaking purposes.

At the same time, management must also avoid spending a
disproportionate amount of effort or funds while reviewing and auditing a
potential purchase. Having made the acquisition, there must be an after
the fact measurement of whether ali 1is proceeding as planned. That
should always include a comparison of the actual cost fncurred for a
facility versus the anticipated costs. This assists management in
refining the acquisttion process.

10.(H) SSU_ Should Implement A Cost Comparison Program So That The
Actual Costs Incurred For Each System Acquired Woyld Be Compared
Jo The Origtina! Anticipated Costs.

This will provide a formal comparison of management actions
versys their plans.
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1. (H) 1 Formall

ssu_.s_.QuJ.d__mLm—t—A—Jnm__osm_e_H_nL_o__L_m
Existing Check Lists And Sets Forth Specific Jnstryctions For
System Acquisitions. _

The existing check 1ists require that the wusecs possess an
extensive knowledge of each step itemi2ed, whereas the proposed written
procedures should assume that the users have a very limited knowledge.
1t is also essential that some provision be made to ensure that the
procedures are periodically updated to reflect the lessons learned from

each new acquisition,

12.¢(M) §SU Should Have The Parent Compapy Perf--n A- Qperational Audit
Qf Al System Acquisition Procedures.

This will assist management to Identify specific areas for
further improvement.




. FINANCTAL MANA NT

QVERVIEW

This chapter covers the three major functions included under the
broad scope of Financial Management: Budgeting, Accounting, and Cash
Management. The efficiency and effectiveness with which these functions are
carried out is significant to the direction and progress of.any company.

The first section of the chapter focuses on the Budgeting function.
A primary benefit of budgeting i1s that it helps a company achieve better
ptanning of its current and future operations. A budget that is properly
developed provides an opportunity for individual managers to evaluate and
control the operations for which they are responsible, and then to develop
pians for improving the operational resuylts.

The second section of the chapter focuses on the Accounting
function. Accounting information is one of management's most useful tools for
effectively evaluating company operations and providing guidance .in
deciston-making. Financlal records and the sources of documentatien
supporting these records must be properly administered, maintained, ang
controlled. Top management's reliance on an efficlent and effective
accounting system significant)ly iIncreases as the business grows and becomes
more complex.

The ftnal section focuses on the C sh Management function. A sound
cash management program is designed to control the flow of cash receipts andg
cash disbursements. Cash management activities are directed at fncreasing the
availability of cash, regularizing cash flows to minimize the need for outside
borrowings, and 1nvesting surplus cash to maximize supplementary earnings.
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ACK ND AND PERSPECT

Southern States' projected operating revenues for 1987 . are
$7.248,000, while their projected operating expenses total $4,879,000. As of
December 31, 1986, the Company's assets totaled approximately $35,000,000.

The Comptroller and the General Manager are responsible for
developing the Company's annual operating and capital budgets. Both positions
eport directly to the President, as illustrated tn Exhibit III on page 10.
The Comptroller assesses the budgetary needs of each department on an ongoing,
informal basis, through the weekly manager's meetings. The General Manager
has the responsibility of determining the budgetary needs for Field Operations
and submitting this information to the Comptroller. Based on each
department's needs and the President's objectives, the Comptroller then
develops a proposed Company budget. This proposed budget is first submitted
to the President for his review and approval, and then to the management of
Minnesota Power, Southern States' parent company, for their approval.

A formal budget was first utilized by Southern States during the
early 1980's and the process has been further refined stnce then. At present,
the process is still manual, although it 1is anticipated that it will obe
computerized during 1988. Company management expects that computerization
will expedite the budget preparation process, particularly after several years
of historical data have been compiled.

We commend Southern States for the refinements they have made in the

budgeting process during the early 1980's. Along with these accomplishments,
however, are several opportunities to further improve the process.
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N AN MENDAT

Management's Control Of Finances Ig Mindered By Inadequate Budget Reporting.

A basic element of financial control is budgetary control. At
present, Southern States only prepares an operating budget for the entire
Company: there is no detail by system or by functional department.
Consequently, management 1is unable to evaluate each system’'s actual versus
budgeted expenses. Furthermore, they are unable to track expenditures for
Individual projects or to determine what has been accomplished toward each.
The same situation exists with the capital budget.

Southern States recently purchased a computer system which Company
management states has the capability to furnish budget data by system and
functional area. The benefits of this financial data--as a control mechanism
and for the value of the feedback it furnishes--must be recognized.
Qtherwise, management cannot anticipate expenses, assess the point at which
the Company will be at risk, determine the need for expenditures, or obtain
many other pieces of information needed for cost/benefit analyses and
decision-making. Once the computer system s fully operational, management
must ensure that all managerial personnel are trained in budget preparation
and analysis.

13.(H)  SSU Managers Should Receive Perjodic Budget Reports Covering Their
Respective Responsibilities For Operations., Projects, And Capital
Items,

Budget reports should be distributed to all Company managers on
at least a quarterly basis. Such a reporting system will help
managers galn better wunderstanding and control of operating
expenditures.

14.(M) Managerial rarsonnel Shoyld Be Tratned In Bydqget Preparation.

In conducting the training, the Company has the option of
utilizing in-house personnel with expertise in budget preparation or
retaining the services of a budget spectalist from Minnesota Power.
Such training will provide managers with a better understanding of -
budget preparation, so as to maximize their input into this process.

Company management has not established adequate time dead!ines in its
budget development and approval process. The President's goal is to begin the
process in August of each year. However, preparation of the 1987 budget did
not begin until November 1986, due primarily to conflicting demands on the
Comptrolier's time. Consequently, the budget was not completed in a timely

manner.
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The budget preparation process should be planned so that both the
President and Minnesota Power management have adequate time to review and
assess its components prior to the beginning of the budget year. Without such
planning, budget development and approval may receive less emphasis than
required. -

15.(M) The Company Shoyld Establish Firm Time Qeadlines In Its Budget
Preparation Process.

The General Manager and the Comptroller should be held to specific
deadlines for completing the budget and submitting it to the Prestdent. These
deadlines will enable the President to amend and approve the budget prior to
the beginning of the budgeted year.

Information Contalined In The Company Budget Is Not Ageguately Documented.

According to the Comptroiler, all known factors related to estimated
budget expenditures are identified as part of the budget development process.
For example, the Comptreclier may contact a chemical company vendor to
determine how much the cost of chemical supplies has {increased from the
previous year and then incorporate this information into the proposed Company
budget. However, there is minimal written documentation which supports these
budget expenditures.

Adequate written documentation {5 needed to Justify budget
expenditures. A lack of such justification makes 1t difficult for the Company
President and Minnesota Power managers to analyze whether the expenditures are
necessary, realistic, and consistent with Company cbjectives. Furthermore, it
becomesimore difficult to make decisions regarding inter-department resource
allocation.

16.(H) ] vi r 1

When estimated expenditures are adequately documented, management can
review and analyze the proposed budget more efficiently. Also, variances
between budgeted and actual expenditures can be accounted for in a more
efficient manner.
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At present, there are no prescribed levels at which variances between
budgeted and actual expenditures are analyzed. The Comptroller stated that an
effort is made to amalyze actual expenditures which are approximately three
percent above or below budgeted expenditures. However, when there are
conflicting demands on the Comptroller’'s time, variance analysis becomes a low
priority activity. The new computer system, which should be fully operational
by early 1988, is expected to assist in the analysis of variances.

Variances are often due to such critical factors as lack of proper
supervision, 1inefficiency of operations, or a change in conditions which
invalidates the budget. Budget policy should therefore require an explanation
when actual expenditures deviate by a stated percentage from budgeted
expenditures. MWithout such a requirement, it is difficult for top management
to maintain proper control of operating expenditures.

17.(M) ] Which P r}
rian n

Such a policy will help management gain better understanding and
control of operating expenditures.

The Accounting ODepartment is responsible for maintaining adequate
controls so as to ensure that all revenues are properly billed and recorded.
Accordingly, the Company presently prepares year-to-date revenue comparisons
on a ‘“company-wide" or aggregate basis. However, such comparisons are not
sufficient to {1dentify missed or {incorrect billings for the following
reasons: (1) the Company is rapidly adding new systems; (2) existing systems
are experiencing growth; and (3) the billing cycles for an area may be either
monthly, bi-monthly, or quarterly.

It is iImportant that the Company analysis be made at a level of
detail sufficient to ensure detection of significant revenue deviations within
each water or sewer system. Failure to provide such controls may result in an
entire system or portion of a system being unbilled or underbilled.
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18.(M) I Perform Revenye A lon mparisons For h

st:am. g;; g Qate With The Prigor Year,

Such comparisons may be performed in various formats, but must be
sufficlently detailed so as to reveal irregularities which the Company
believes to be material. |t

A NT
A AND PERSPECT

Southern States' finmancial reporting activities are performed within
the Accounting Department. The department is headed by a Comptrolier. The
staff also in¢ludes an Assistant Comptroller and two Accounting Clerks, as
illustrated by Exhibit IV,

The Comptrotler is responsible for maintaining all accounting records
needed to prepare and analyze monthly financial statements, as welil as for
submitting vartous reports and data requests to governmental agencies. The
Assistant Comptrolier is responsible for maintaining the necessary records for
cash flow, reconciling ail bank statements, preparing the Public Service
Commission's Annual Report, and performing other accounting functions ag
needed. The two Accounting Clerks perform general accounting dutfes, as
assigned by the Assistant Comptroller.

It should be noted that the position of Comptroller was held by two
employees during the course of this audit. The first Comptroller held the
position throughout most of the audit’'s review and analysis phase. The
majority of interviews which covered accounting and budgeting activities were
conducted with this employee. Therefore, unless otherwise i{ndicated, our
report addresses these activities as they were performed by the first
Comptroller.

-30-



NOIN AT

Th m ‘e MWark 1r r An Pr7 r R Are Not Presently In
Compliance With Commission Order 17043,

Commission Order 17043, dated ODecember 31, 1986 (Docket No.
860325-MWS), states “...the utility does not use a work order and property
record system for accounting for utility plant-in-service. The utility's
current system {mplements a plant activity ledger which reflects all direct

material and labor charges by NARUC account, by system...." While no specific
date for completion has been established, the Commission's final ordering
paragraph reads," ...ORDERED that the utility shall implement a work order and

property record system as set out in the body of this order."

A "work order system" provides for a proper recording of all
pertinent data for each project. This includes a job description, all costs
for each project, identification of those costs, plant items to be retired ang
other data. A ‘“property record system” establishes an account for each
classification of plant or equipment. It permits the itemization of assets
for field verification, the identification and cost of items being retired,
and information for depreciation and other purposes. Such Company information
has not been readily available in a wusabie format. This has caused
inconveniences to both Company and regulatory personnel, as well as inaccurate
records, particularty with reference to the consistent recording of the
retirement of plant assets.

As part of the Company's present conversion of accounting records to
a new computer software package, a work order and a property record system
will be implemented to 1irterface with other accounting applications. The
Company has projected that impiementation of the computerized work order
system will be completed by the end of 1987. They anticipate implementation
of the property record system to be completed by August 198%. :

19.(H) ] 0 § : r
And _Property Recqord System, In Compliance With Commission Order
1 i To Interf j her
Accoynting Applications,

The Management Studies staff considers these projects to be of a high
priority. Therefore, we urge the Company to compiete them by the end of 1988.

1 Such a requirement 1s also mandated by the NARUC Uniform System Of
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ul Finan ) n A Timel 1

The Comptroller is responsible for developing monthly financial
reports. These reports consist of an income statement, a balance sheet, and
other detailed financial information.

The Comptroller's goal fs to complete each month's fidanctal report
by the tenth working day of the following month. During the period of our
audit fteld work, however, the monthly financial reports were not completed on
a timely basis. For example, the monthly report for March 1987 was not
completed until June 1987. This rather lengthy span between the end of a
month and the ctosing of the financial books is due, to a large extent, to a
lack of electronic data processing support. This situation is expected to be
remedied during 1988 with the installation and operation of the new computer
system.

Timely financial {nformation is essential to top management in
 assessing the Company's financial condition, as well as in analyzing variances
between actual and budgeted net income. (See Recommendation 18 on page 29).
It 1$ 2150 necessary in forecasting the Company's short-term cash needs and
surpluses.

20.(H) n T m h Month'
r Th nth W lowing Month.

Timely financia)l reports will allow top management to more adequately
assess the Company's overall financial condition.

The Accounting Department Lacks Written Policies And Procedures.

Accounting Department personnel wuse Minnesota Power's accounting
polictes and procedures to guide their activities. However, no written
policies and procedures specific to Southern States' operations have been
developed.

Written policies that are consistent with management's goals and
objectives are needed to guide employees in making decistons. HMritten
procedures establish order 1in that they provide detailed i{nstructions
specifying how to perform certain activities and operations in conformity with
prescribed policies. Both are critical when activities require the
participation of new employees of the organization or employees external to
the department.
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An absence of written policies and procedures makes it difficuit to
verify whether employees are conducting business operations in a manner that
fs consistent with management's goals and objectives. Also, 1f the
Comptroller or Assistant Comptroller terminates employment with Southern
States, an absence of formal policies and procedures may create an extended
period of turmoi! within the Accounting Department.

2. (M) Ll n 1 T 1 {thi Th
A in 11 mpl .

Both the Comptroller and the Assistant Comptroller should immediately
begin writing down every policy or procedure they execute. Department
polictes and procedures should be reviewed annualiy and updated as regquired to
ensure that they are consistent with management's goals and objectives.

The W r r An { b

The Company provides sewar service to two areas in Seminole County
for which it does not operate a treatment plant. The City of Altamonte
Springs provides the treatment and is compensated for 1ts service based upon
the amount of water measured through the meters of the Company's customers,
i.e., the total customer usage s multipiied by 661 and then by $1.20 to
arrive at the amount due the City.

The Company's tariff also provides for sewer bllls to be based on
customer water usage, but sets the maximum amount billable to customers <t
20,000 gallons bi-monthiy. However, as noted above, the city's tariff of
gallons billable to the Company fncludes no maximum. Therefore, the
difference between the two rate structures poses a potential problem.

The Division of Water and Sewer has reported "...numerous customers
using 50,000 to 120,000 gallons bi-monthly...." (Docket No. B860325-WS, Dec.
2, 1986). Thus, the Company may be caught in a "squeeze" between the two rate
structures, particularly during periods of heavy lawn sprinkling. MWhile the
Company must pay the city for all gallons used, they may not bil1l their
customers for usage in excess of 20,000 gailons.

22.(L) i I n

With The City Of Altamonte Springs.

The Company has attempted for some time to renegotiate the agreement
with the city, but to date has been unable to finalize 1t satisfactorily. The
Company should continue to pursue a new agreement.
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Floriga Pyubl{ rvi mmission A nting A ments Are Not "Booked. ™

The Company does not adjust 1ts books and records to reflect the
accounting adjustments which are included in the Commission's orders. While
the Company s well aware of the problem, correcting it has received low
priority. )

In order for regulatory commissions to rely on utflity information,
accounting transactions are generally required to be recorded uniformly and
consistentty following Commission policy. Furthermore, any Commission ordered
adjustments represent an interpretation of the policies and should be
reflected in reports to stockholders and regulators. *Booking" those
adjustments ensures that. Fajlure to "book™ adjustments obviously results in
inaccurate records and requires that auditors make appropriate challenges.

23.(M) ' r n r hoyl R ir

By consistently recording the Commission's adjustments, the livel of
reljability will improve.

r rati C 1 T P ie X iy
Manya)l Effort,

The Annual Report fis presently compiled manually by the Assistant
Comptrolier. As it 1s several inches thick, it requires considerable effort
to complete. This task primarily involves the completion of a routine format
for the numerous areas in which the Company operates and is therefore well
suited for computerization.

Fatiure to computerize this function in prior years has resulted in
the Company now having to expend approximately 26 weeks each year of the
Assistant Comptroller's time on this acttvity. The Company's rapid growth,
caused by acquiring additional systems, has compounded the problem.

It 1s estimated by the Company that the 1887 Annual Report (due in
1988) will be partially computerized and that the 1988 report (due fin 1989)
will be fully computerized.

24.(H) b n h mplement Fuyll i ion Of The P Annual
Report No Later Than the 1988 Report,

»35-



H MANAGEMENT

Southern States' Vice-Chairman of the Board/Vice-President of Finance
(Vice-Chairman) has primary responsibility for the Company's cash management
activities, although the function is somewhat fragmented. The Vice-Chairman
is responsible for seeking out and negotiating financing opportunities
consistent with the Company's objectives, and for analyzing existing debt for
refinancing opportunities. He handles all financial fnvestments for Southern
States and keeps the Board of Directors apprised regarding the Company's
finances and investments. He maintains his office {n Miami, and claims that
his contacts with Miami financial institutions Justify this situation. (See
Recommendation 9 in the Organization and Management section of the report for
a more detailed discussion of this point.) An Executive Secretary assists the
. Vice-Chairman with his cash management responsibilities by tracking incoming
and outgoing cash, and by transferring funds from one account to another.

Other personnel with major responsibilities in the cash management
area finclude the President, Comptroller, and Assistant Comptroller. The
President's primary responsibilities in this area are to review and co-sign
all accounts payable and payroll checks, and to ensure that appropriate cash
management strategies are uttiized. The Comptroller co-signs all checks and
ensures that they are prudent and proper. The Assistant Comptroller
reconciles all bank statements and develops the “"cash sheet,“ which is a dally
listing of 11 Company bank account balances. The information contained on
this cash sh.et is verified with the Executive Secretary in Miami on a daily

basis.
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ha Three- N Progr A f rh rol.

Stnce December 1978, the Company has developed a very innovative and
untque method for obtaining a significant portion of its debt capital from
utility customers through the issuance of notes. Offering Circular No. 8,
dated December 31, 1986, authorizes an f1ssuance of seven million dollars in
three year notes of indebtedness.

However, administrative procedures of the program raeflect several
significant weaknesses in the system of finternal control (See Exhibit v). A
critical concern is that most procedures are conducted by only one person,
thus not providing for an adequate segregatton of duties. The Administrative
Assistant {n the Miami Office is responsible for handling most aspects of the

note program,

The Administrative Assistant communicates directly with the
customers (investors), responding to investment inguiries. MWhen an investment
s made, she may be the person to process incoming mail. She receives,
intact, each investor's purchase application and check for processing, and
gives the check to the Executive Secretary for deposit. The Administrative
Asststant then prepares the note input sheet and sends it to Apopka. After a
ten day walting period to allow the check to clear, she prepares and mails the
original certificate of indebtedness to the investor. She is aiso responsible
for maintaintng the investors' file containing all pertinent data.

Each week the Data Processing Department in Apopka prints batches of .
interest  checks and sends them to the Administrative Assistant for
processing. They are reviewed, signed by other personnel in the Miami Office,
and matled to the investors as the iInterest becomes due. As the three year
term due date of each note approaches, she iInforms the investors of their two
options, to "roll over" (reloan their funds) or to request redemption. MWhen
they opt for redemption, the certificate is endorsed and returned to her. She
phones the Accounting Department personnel in Apopka, who manually prepare a
refund check for the principal amount. The check is then majled directly to
the Investor from the Apopka office. HKaving 1nitiated the refund, she places
a red dot on the certificate to signify cancellation and prepares the note
input sheet, which is sent to Data Processing in Apopka.

Management has a responsibility to maintain a system of finternal
control which provides an  adequate segregation of  duties and
responsibilities. It should avoid autonomous duties for an area of
responsibility and instead divide the various tasks to provide cross checks.
Fallure to establish such a separation of duties not only "allows" a single
empioyee to deviate from established management procedures, but almost
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“ensures” that some deviations will occur. Avoldances of the potential for
deviations ensures that transactions are carried out in a -manner cpnsistent
with management authorization and that assets are safeguarded.

25.¢H) Th lowing [nterral Contrgls M Applied To The Three Year N
Program Through Changes In The Policies And Procedyres:
(a) The Adminf jve Assi n hoyld N n Incoming Mail,

(b) The Administrative Assistant Shoyld Not Receive An Inrvestor's
Check,

(c) The Administrative Assi hoyld N i1
{d) rtif For R i hoy| 11 i ] n
i ing A Meth hi jly R nj le An
Unalterable.
(e) Redempti Af Th
h n R i n T ffi
(H r k ] Mail ir 7 ny r Th
ffi

Imptementation of the above changes will give management greater
assyrance that the risk of frregularities within the note program has been
reduced.

The Company Faces Major Risks Because 85% QOf Thejr Debt, Which They Classify
As “Long-Term" Regqyl f Three Year

The Company 1s to be commended for the excellent borrowing terms
negotiated in 1986. They have obtained an unsecured five milifon dollar bank
line of credit at the prime rate (7.5% at December 31, 1986), which is due iIn
December of 1988. As of August 1987, nearly five million dollars is still
owed.

Additionally, the Company 1implemented a unigue note program in
Cecember 1978, which borrows funds from uttiity customers. As of August 1987,
it had over a five million dollar liabtlity outstanding. The program has
historically shown an 85% “roll over"” (reinvestment of funds) by finvestors.
The Note Offering Circular No. 8 of December 31, 1986, explains how the total
seven million dollars worth of thres year notes wi:l be issued at rates which
may vary from 9% (yteld through June 30, 1987) up to 15%. The interest rate
is adjusted every six months to a rate of 2% over the yield of six month U.S.
treasury bills.
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1He auuve LwO LypES Ui Jdeul wuilgations represent some J1% Of the
total “"long-term" debt outstanding for the Company. Of all debt obligations
outstanding, 851 is dye and payable within cycles of three years or less. (See
Exhibit VI.)

Public utilities generally attempt to secure long-term financing for
periods ranging from 15 to 30 years. This allows the utility to "ride-out"
short-range economi¢ problems and choose the most appropriate time frame for
refinancing.

The Company faces two major risks with its current financing. First,
the cost of debt, while relatively low at this time, is expected by some
economic. forecasts to return to much higher levels in the next few years.
Since the interest rates paid by the Company “float", a significant increase
in the cost of debt could easily result. Thus, the Company should attempt to
"lock in" debt at current rates. '

Next, any major economic change, whether Company specific or not, may
cause lenders to be reluctant to renew the existing debt. While the Company
note program currently enjoys a favorable refnvestment rate, there is ng
assurance that it would continue should a major economic change occur. l

26.(H) mpan 1 xpl 1 iv n f rrowin Which

Admittedly, “long-term paybacks" have been virtually i{impossible to
arrange in recent years for small, self sustaining water and sewer utilities.
However, the Company has experienced significant growth, enjoys a unique level
of sophistication in debt financing, and may call upon its parent company,
Minnesota Power, for assistance. -

Th mpany Has N lished A Formal h Management Program.

One of the President's corporate objectives for 1986 was to implement
a formal cash management program. The program was not implemented during
1986, nor has any progress been made toward its implementatic~ in 1987.
According to Company management, the project has been postponca for the
following reasons: (1) other projects have been given higher priority; and
(2) there has been a minimal cash surplus, since money is rapidly used for the
acquisition program. (See pages 20 and 23 in-the Organization and Management
section of this report for a more detailed description of the acquisition
program).
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EXHIBIT VI
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A cash management program f{s necessary to Company management in
determining cash availability and developing a sound investment strategy.
Without such a program, the Company may not be maximizing its interest during
perfods of a cash surplus, nor will it be able to predict with any accuracy
the amount of cash that will be available for future operations. Furthermore,
if a cash deficiency occurs, the Company could be put in a position of having
to borrow funds unnecessarily, - .

27.(M) men For h Managemen

Program Before The Next Fiscal Year Begins.

Such a program would assist management in determining cash
avajlability and developing a sound investment strategy.

Company managers stated that they are planning to discuss cash
management program options with local bank officials in the near future. We
strongly encourage them in this endeavor.

Th mpan vel ri ia For Ir rrin r_Paymen from

Customer payments are depesited in non-interest bearing depository
accounts at banks located throughout the SSU system. The decision to transfer
these funds to other accounts is made by personnel in either the Apopka or
Miami office, with notification of staff in the other office. However, no
clear guidelines exist for the transfer of these funds. One Company official
informed us that funds are transferred from a depository account when its
balance reaches $3,000. Other personnel provided us with responses which
conflicted with this statement.

A primary objective of any cash management plan should be the
establishment of criteria to minimize 1dle cash. Without such guidelines, the
Company s probably not maximizing its d{nterest earnings. For example,
Company records indicate that during one perfod tn 1987, the balance in the
non-interest bearing Fernandina Beach account had reached $17,000. If proper
guidelines for the transfer of funds had been in place and followed, interest
might have been earned on this otherwise {dle cash, thereby increasing the
Company's cash flow.

28.(M) h riterd For

These guidelines should be clearly communicated to all Company
personnel involved in the transfer of funds.
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awift Action By The Company s New Compirgller Cyrtalled A Questlionanle
Practice Regarding The Handling Of Payments For Contributions-In-Ald-
Qf-Construction (CIAC). '

During July 1987, a new Comptroller was appointed and socon recognized
there was a problem for which corrective action has now been taker.

As developer agreements were being executed, the required CIAC
payments were being made to the Apopka office. Apopka personnel were then
mailing the payments, intact, to the Miami Office, where the funds were being
deposited in a local bank.

As a consequence of the above procedures, the Company was losing the
use of these CIAC deposits, during the transit days tn which the money was not
in any Company account. (See Table 1) In addition, these procedures were
also increasing the risk that the payments could be lost (or further delayed)
in the mail, or that they might be misplaced or misappropriated.

Because of the new Comptroller's ilertness and initiative, all CIAC
payments are now being deposited in an Apopka bank upon receipt.

Table 1|

Years  Amountis
1983 $ 616,806
1984 $1,521,36)
1985 $1,419,114
1986 $ 716,218
$4.273.495
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Payroll checks for 105 employees are processed by the Office
Manager/Personnel Manager on a weekly basis. The costs associated with
processing payroll include several hours of employee and computer time, as
well as checks, envelopes, and postage.

Company management {indicated that the concept of a less frequent
payroll system had been discussed at a manager's meeting., However, the
concept was discarded due to the potential decrease fn employee morale which
could result from its implementation. Company managers have not conducted an
objective analysis of the costs and benefits of such a system.

We fully recognize that employees are accustomed to a weekly paycheck
and that it would take time to adjust to a less frequent payroll system.
However, our experiences in other companies lead us to the conclusion that a
bi-weekly or semi-monthly payroll system would result in less employee time
spent on payroll processing and less material wusage, thus lowering
administrative costs. Furthermore, the Company would earn additional interest
on payroll funds held for an additional week. HWithout a thorough, objective
analysis of these factors, the Company cannot adequately evaluate .such a
system.

29.(M) ) n rmine Th
f r

In conducting such an analysis, consideration should te given to the
fact that the Company is growing rapidly and that additiomal costs will be
jncurred for payroll processing as the growth continues. Subsequently, the
impact of a less frequent payroll system will increase.

If the resuits of the analysis indicate that a less freguent payroll
system would be beneficial, one option that should be considered is a
“staggered" bi-weekly payroli. Under such a system, staff would be more
efficiently utilized in that only half of the payroll is processed each week.

-4“-



Y. FIELD QPERATIONS

BACKGROUND AND PERSPECTIVE

This chapter focuses on Field Operations, which included a
review of work force management, plant construction, plant operations and
plant maintenance.

The 1987 budget projects an operating and maintenance expense
(salaries, electricity, chemicals, repairs, and other such costs) of
$2,210,000. The Company's 1987 list of projects for construction and/or
system improvements 1s estimated to be $3,128,550.

Ihe Properties

The Company's Note Offering Circular No. 8, dated December 31,
1986, page 10, on Utility Plant and Property reads:

“The Company's property consists of land, buildings,
pipelines and the necessary structures and equipment
required to provide water and sewer services in the
areas served by the Company. Each of the 66 water
plants and 19 sewage systems and/or treatment plants
owned by the Company s located on a parcel of land
ranging in size from approximately 1/4 acre to 50
acres, aggregating about 130 acres.

What 1{s belfeved to be the world's largest known
subsurface source of fresh water underlies the state
of Florida. TYhis allows the treatment process in most
areas of Florida to be relatively simple. The
Company's water treatment plants consist of deep
wells, ground storage tanks and aeration for the
removal of hydrogen sulfide and iron. The final
treatment 1s chtorination. Chlorination of public
water supplies represents the most important process
used in the production of water having a safe and
sanitary quality. The wells vary in depth, but all
approximate a depth of several hundred feet.

-45-



The Company's Sewage treatment plants use what is
known as "The Activated Sludge Process". This process
consists of the following steps: (1) Mixing . the
activated sludge with the sewage to be treated; (2)
Aeration and agitation of this mixed liquid for a
required period; (3) Separation of the activated
sludge from the mixed liquid; (4) Return of the -
activated sludge. The development of this process
marked an important advance in the secondary treatment
of sewage. It is a biological contact process whereby
Iiving aerobic organisms and organic solids in the
sewage are brought together in an environment
favorable for the aercobic decomposition of solids.

The Company's water and sewer mains are generally
installed along roads and highways by virtue of
utility easements and aggregate about 275 miles of
water mains and 120 miles of sewer mains.

The Company owns 47 maintenance and service trucks.
Al) of the foregoing property is in good operating
condition and adequate for the conduct of the
Company's business.”

As of OQOctober 1987, the Company operated in 17 Florida counties
generally lying in a corridor from Venice Gardens on the west coast
through Apopka (Orlando) to Jacksonville and Amelia Island on the east
coast. From December 31, 1986 to October 1987, the number of water
plants/systems had fincreased from 66 to 73 and the onumber of sewer
plants/systems had increased from 19 to 24. Ouring that same period, the
number of customers increased from 23,400 to 41,000. (In developing the
number of customers, a single household recefving both water and sewer
service 1s counted as two.) The number of customers served by a water or
sewer plgnt may vary from six to 6,000, but typically they range between
50 and 5Q0.

Workforce Management

The General Manager, located at the Apopka headquarters, is
responsible for all field operations and personnel. As of OQOctober 1987,
there was a total of 76 employees in field operations, 20 of whom report
directly to the General Manager. This high number of direct reports
results from the fact that there are two Fleld Supervisors positions
standing vacant (See Recommendation 30, page 52). The 20 employees
reporting directly to the General Manager hold a variety of job titles:
three area managers, seven chief operators, two operators, one
supervisor, five maintenance specialists, one meter reader and oOne
dispatcher,
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Eleven of the direct reports are based in the Apopka area and
the other nine are scattered throughout the rest of the system. The
General Manager meets weekly with the Apopka area people, but otherwise
he only comes in contact with them as necessary. For those nine in the
outlying areas, his primary method of commynication is the telephere.
Typically, he makes direct contact with each of the nine at least once
per week, but with many he is in contact daily. Re attempts t6 make an
on-site inspection of each area monthly.

Exhibit VII shows an area-by-area distribution of the Company's
field operations. Exhibit VIII shows the operatiomal structure of the
Apopka operations and Exhibit IX shows the out-of-town operations.
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Bradford
Brevard
Citrus
Clay
Duval
Lake
Marion
Martin
Nassau
QOrange
Osceola
Pasco
Polk
Putnam
Sarasota
Seminole
Volusia

SOURCE:

* SOUTHERN STATES UTILITIES, INC.

- FIELD OPERATIONS DATA
OCTOBER 1987

Viginity

Apopka (fleld support staff)

Keystone Heights
Mims

Inverness
Keystone Heights

‘Javksonville

Leeshurg
Ocala

Stuart

Ameiia Island
Orlando
Kissimmee
Zephyrhills
Lakeland
Palatka

Venice Gardens
Crlando North
New Smyrna Beach

Company Records
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196

324

685
1,061
" 652
1,388

887
1,501
1,620
4,417
1,010
2,889
1,173
1,381
12,550
3,230
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EXHIBIT VIII

SOUTHERN STATES UTILITIES, INC.
FI1ELD OPERATIONS
(QPOPK# AREA)
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SOUTHERN STATES UTILITIES.,
FIELD OPERATIONS

EXHIBIT 1IX
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T n r Of ratign rhurden f An
i =0f - rol h 1 rvisign
i rati i An R rting And Analyss

More specifically, the following situations exist:
a. The field operators are not receiving adequate supervision.

b. Operating decisions are being delayed or unnecessarily
passed on to the President.

¢. Opera ¢ reports and data analyses are not being generated
and/or eviewed adequately.

While the organizational structure, :cxhibits VIII and IX, shows
that only two fleld supervisors report directly to the General Manager,
those two positions have been vacant for several years. In actual
practice, the General Manager directly supervises the 20 positions
reporting to the two supervisors. Those 20 positions range from area
managers to laborers to the dispatcher. The two field supervisor
positions have been vacant for several years because management claims it
has been unable to find capable people to fill these vacancies.

Such an excessively flat organization in this critical area or
the Company overburdens the General Manager. As the Company has
continued to grow, the major impact has fallen on the General Manager.
He is involved in assessing potential acquisitions, preparing proposals,
assimilating new acgquisitions into the Company, directing capital
projects, and supervising day-to-day operations of an ever-increasing
number o  systems. When too many demands are pressing, the natural
tendency ; to dea) with the crises and to let the normal management
practices siide. Based on our interviews and observations, this is the
situation at SSU. '

Primary leadership and supervision currently comes directly from
the President and General Manager. However, the company has grown too
large for this approach. Leadership and supervision must begin coming
from fieid personnel, so that top management will be available to oversee
the broader aspects of running the company.

It is the responsibility of management to structure and organize
staff into operating units which permit a single manager to directly
supervise, generally, not more than eight persons, depending on the
nature of the work. Such & span-of-control allows the manager to
effectively follow-up on the work of subordinates. MWhen a manager fs
held accountable for a much greater number of direct reporting
subordinates, a number of significant management tasks begin to
deteriorate or not take place at ail.
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30. (H) mpany Should FilY The Tw n rvisor Positions As
n As Possibl

While it is important that management fill these vacancies, it
is equally important that these two supervisors be allowed to function as
managers. They must have clearly identified responsibilities, "as well
as, the corresponding authority. Further, they must be held accountable
for their actions. This aspect is more fully discussed under the
Organization and Management section of this report.

Ther r n rni Fiel n

Since policies and procedures have not been developed for Field
Operations, it makes it difficult to verify whether employees are
conducting business operations in a manner that fs consistent with
management's goals and objectives,

Written policies that are consistent with top management goals
and objectives are used to guide employees in making decisions. HWritten
procedures establish order in that they provide detailed instructions
specifying how to perform certain activities and operations in conformity
with prescribed policies. When activities or operations reguire the
participation of new employees, written policles and procedures are
especially needed.

31.(H) P A Pr r All

Written policies and procedures will enable the General Mapager
to better evaluate employee performance. It will also be more efficient
to train and cross-train Company employees to perform various tasks.
Poltcies and procedures should be reviewed annually and updated as
required to ensure that they are consistent with top management goals and
objectives.
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n wean Field Persgnnel And The Apopka Office Is
Neither Efficient Nor Effective.

In view of the centralized type of operation, daily teledhcre
communication between the Apopka Office and the field 4s a vital Jimk.
Without 1t, the field personnel are unable to obtain needed approvals,
receive daily work orders, or discuss numerous operating matters. In
order to conduct that business, they are required to use a toll free
telephone line.

This line must be shared with an ever increasing customer base,
t.e., field personnel and customers are both fnstructed to use it to
contact Apopka. The 1line is often busy, causing delays for those
personnel attempting to conduct operational  business, resulting in
neediess unproductive time. There are two "“incoming" lines which may be
dialed. Also, there is one "outgoing” line which only the Apopka Office
may access. MWhile there is some indication from management that field
employees should be well aware of good calling practices to the Apopka
Office, there is no evidence that guidelines have been provided.

It ts essential that field personne! have a reasonably effective
method for contacting the Apopka Office; one which does not cause_ the
loss of productive time. Such a loss can not only cause a breakdown in
effective operations, it can also create morale problems.

32.(M ' houl A _Wri P re Inetryctin
] w To M ffective! Toll F .

The Company needs to survey the existing pattern of i{ncoming
calls and consider which, if any, could be redirected from high traffic
time periods to lower periods. Management may then instruct field
personne! as to the preferred hours for using the toll free lines, as
well as, providing guidance on when to resort to the toll lines.
Management could then monitor whether the instructions are being followed.

Further, the Company may wish to inform customers of the high
and low traffic time periods. This would allow customers to adjust their
calling patterns, {improve the traffic flow and thereby benefit
themselves, as well as, field personnel.

While this 1s not a final solution 1t should help to lessen the
current overload situation.

33.(M) Th n A Pr n r i ign
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Importantly, the telephone system must be sufficiently flexible
to meet the demands of a rapidly growing business, however, the bottom
line here is the improvement in communications and control between the
central office and the field personnel.

Th f r r men n f ns P Th
mpany A i nt Ri For ratignal A mpli

While some of the Company's operating systems possess adequate
documentation, others do not. It depends upon the documentation received
from the prior owners of the acquired system, as well as the initiatives
taken by individval operating personnel. HWhile it is reliably estimated
that "as buflt" drawings exist for some 80% of the systems, no consensus
exists as to the existence of plant manuals or Job check l1ists. The best
available estimate s that manuals exist for between 30 and 40% of the

systems.

System-by~system documentation is important in order to assure
consistency with the safety and operating standards vrequired by
management and regulators. Often there are significant differences
between the job skills and training of various employees. Documentati~n
assists in providing continuity in a given situation, such as when a
change in field personnel occurs. It allows permanent personnel to have
a reliable source of information with which to solve problems and with
which to look for opportunities to 1mprove operations. The documents
serve as an afd 1in training new employees and assisting temporary
personnel who fill in during sickness or vacation periods.

Manuals and check 1ists are vailuable in learning the specific
tasks required, as well as avoiding errors. "As buflt" drawings of a
system are required to asstst in locating underground facilities, such as
a valve during a main break, or locating existing lines 1In order to
connect to newly constructed lines.

System documentation has received low priority during the
Company's many years of rapid acquisitions. Recently, however, greater
emphasis has been placed upon the importance of "as bujlt" drawings.

34.(H) Mmmihnulumuuh_siﬁmmm_ﬂﬂmnm
Schedyle For Creating Or Improving Documentation Of All Current
Operations.

Based upon the survey results, the Company should establish a
system-by-system time frame for the orderly preparation of the following

documentation:
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0 A complete set of operating and service manuals

0 A comprehensive set of "as bullt" drawings

0 Job check 1ists prepared for each system and plant

The time frames for completion should be set based uUpon the

priorities involved. The schedule should be completed and the initia)
action started within one year.

35. (M) Actual Documentation Of AV) Major Operations And Tasks And
Prawings Should Be Completed Within One To Three Years
w fT m men ion ry

Upon completion, each operating system should have a ful)
set of the above documentation readily available to operating personnel,
with back-up copies located in the Apopka Office.

Management F n 1 Qv rational P rman ri ]
ri Perform rs,

Management does not prepare, nor do they require people in the
field offices to prepare, performance reports based on the results of
operations. OQur study revealed that there is no formalized attempt by
the Company to measure excessive water 1loss, extessive sewage
inftitration, the KWH per 1,000 gallons treated, or various operating
costs per customer. However, there is some attempt by a few individual
area offices to develop such indicators, but primarily for their own
reference only.

Every busiress enterprise needs to establish performance
indicators and reports which are the basis for periodic evaluations of
how well various segments of the business are performing. Ideally,
measurement parameters should be constructed to avoid the overlapping
responsibilities of several managers. The iIndicators serve as a measure
of success or a signal to the manager that all is not well. Without such
tndicators, management may be unaware that a problem exists or where the
specific problem lies. Thus, failure to develop such 1{ndicators
translates into missed signals to take corrective action.

Reports of performance should consist of a series of repeatable
data generated as a result of the day-to-day operation of the system.
This data, when collected on a regular or periodic basis, can and should
be used to reflect period-to-period comparisons.
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36. (W) m ] ] 1 Ar
Peri i R For Di 1n
Ig_ﬂgnngg:s Andgijtab1ish Written Pro;edures For The REDOrt1nQ
Process.

The Company must develop meaningful gquantitative and qualitative
indicators of operational performance. The f{indicators should be
applicable to operations throughout the entire system, when possible.
They should start by surveying those field offices which have already
taken some steps in this direction.

The development of such a list of indicators will provide an
{nvaluable tool to assist managers in focusing on the more important
segments of operations.

Th n Prev { Ma i n Pr

There is no formalized preventive maintenance program in place.
Service and maintenance are the result of individual tnittatives and
assessments by field personnel. Therefore, each area has different
operating practices. Frequently, the only record of maintenance is made
on the Department of Environmental Regulatton (DER) forms which are not
kept at the field site. It 1is often inconvenient to research the
maintenance and repair history for a plant ftem; so it is not likely to
be done as often as necessary. The "bottom line” s that management has
very "loose" control over maintenance.

Any organization operating a significant amount of equipment,
where relfability i§s {important, should have a formalized program to
assure management that adequate maintenance 1s being performed.
Currently there is no assurance of uniformity of maintenance from area to
area or from plant operator to plant operator. Also, when the workload
becomes heavy, preventive mainternance is likely to be deferred; and that
may lead to greater problems later on.

37.(H) Management Should Develoo A Preventive Maintemance Program Which
gncompasses All Their Water And Sewer Facitities.
Features of such a program should provide for:

0 A company-wide, management controlled, uniform program with
written procedures

o Maintenance priorities and schedules which are
predetermined and approved by management
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e} Ready access to the records by management and fielc
personne!

0 Records which reflect the mainterance and repair history of
a plant ftem, indicating work done, date, and cgerson{s)
responsible _

0 Some action or report by responsible field personnel whicw
requires an attest that the work was performed

0 Precise identification of plant items by location with name
plate finformation, serial numbers, or other such
fdentifying data

o] Ready access to service manuals
0 Independent compliance spot checks by management

o] Pericdic advance reports to alert field persons of
scheduled maintenance

0 Periodic reports reminding field and management of the
backlog of deferred maintenance '

0 Rapid integration of the assets of newly acquired water and
sewer systems

It is very likely that & software package which is compatible
with the new computer equipment and which meets the above criteria, is
readily available. The Company should have the sy.tem in operation by
October 1989.

h r reh r X jv

In July 1987, the Company move their main offices from downtown
Orlando to the outskirts of Apopka. .he Company's Apopka headguarters
consists of a single structure with 6,200 square feet of office space in
the front area and 7,000 square feet of warghouse space in the rear.
After the Management Studies staff guestioned energy costs, the Company
arranged for a Florida Power Corporation Energy Audit Report for the
entire office/warehouse facitity. Exhipit X summarizes the written FPC
energy audit findings. It points out that the Company presently has the
opportunity to save $2,504 in energy costs annually {if they invest $4,774
in improvements.

Qur staff has also made inguiries concerning a change in the

ductwork, which would additionally save about 25% of the cost of cooling
and heating the warehouse esach year. The warehouse is largely (75%)
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SOUTHERN STATES UTILITIES,
APOPKA OFFICES AND WAREHOUSE

ENERGY AUDIT REPORT

TOTAL
SPACT voLu (Qv.T1.) 155,000
DMERGY USAGE ()38) 487,300
DERGY COST IR YIAR $12,757
INESTNEN? RECOMDOLD AL

POSSTRLI SAVINGS (Annual) $ 2,504

YEARS 1¢ XICOVER INVISTIDNT 9

NOTE: MNTTHER 03 WOt TO PROCELD WITH TWE RICORNENDATIONS ARRIARING IN THE "OTEN® COLUMN
15 LETY 70 ML DISCRITION OF SOUTKINN SPATIS,

Source: Enerqy Audit Report done by Florida Power Carporation

&

1.9.3¢0
10,154

4200

B

44,200

9.891

$ L
§ e

0.1

INC.

EXHIBIT X

LIGKTING

LI
55,928

33,002

12,449
§ M2

3.4

OTHER

LA

4,138

$1,57

52,063
§ 2B

6.7



unused at this time, so the cooling and heating is not a requirement. Ke
contacted the FPC Er--gy Auditor who estimated that, under the present
warehouse layout, 1t he ductwork were changed, the Company could save
$1,100 per year. 7 .t would eliminate cooling and heating the major
portion of the warehouse.

The Company President has informed us that plans are presently
being drawn $o that a major portion of the present warehouse area will be
converted to offices over the next two years, Construction will probabiy
be undertaken in several phases, on an as-needed basis. Therefore, the
Company fs reluctant to consider modiftcation of the heating/cooling
system for what may be an interim period.

The Company has an obligation to seek out and take advantage cf
every opportunity to conserve energy.

38.(M> The Company Should Implement The FPC Energy Auditors' Written
Recommendattons Regarding Cooling, Heating Ang Lighting.

This would require spending $2,709 ($120 + 120 + 2,469) (See
Exhibit X). It would generate annual savings of $2,198 (3571 + 910 «
717) and rasult in the recovery of the investment in 1.2 years.

39.(L) In Conjunctign MWith_ The Company‘'s Drawing Of Plans Tg Convert
Ihe Existing Warehouse Facility Vo Offices, They Should Obtain
Cost Estimate Alternatives For Reducing QOr Elimingting Air
Conditioning/Heating In Areas Being Used For Warehouse Purposes.

While the Company warehouse area may be converted to offices in
two years, 1t very likely will occur over a much longer period. In any
event, the Company should be aware of the potential for saving those
energy costs.
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ipment Limi ns And Management Qversight Has Resyl n_A K1

f Wor rders For r n/Maintanan n_Th A

A two member crew {s responsible for additions and repairs to
the water distributiom system and the sewer collection system in the
three county area of Orange, Seminole and Osceola. The work “includes
repatring service lines and broken mains, as well as, making tine taps,
service installations, and line extensions.

The ¢rew has developed a backlog of projects which cannot be
performed due to the frequent system and service line leaks which take
priority for repair. Part of the problem was that the crew was in need
of a backhoe. Although a backhoe was recently acquired, a traller to
haul it is still needed.

It §s fimperative that a wutility have the capability of
responding in a timely manner s¢ as to meet the reasonable service needs
of customers. An awareness for safety and the potential for lawsuits
must be an ever present concern of management. Delays in dispatching a
crew may not only cause customer inconvenience, but result in the problem
further deteriorating, as in the case of a bad leak causing a washout
beneath a sidewalk or street.

The backlog of work orders may be a temporary situation.
Certainly the Company experiences more customer growth during the summer
months. Past experience has demonstrated that the workload is subject to

fluctuations.

The Company may, for an intermediate period, use temporary
outside help or borrow existing field staff to assist the crew to get
their projects up to date. Eventually the Company may find the need for
a second crew., However, there is insufficient data to Justify such
action at this time.

40.CL) n h T nstr reman

This report will permit the General Manager or Field Supervisor
to review pending projects and set priorities. Furthermore, it will
allow them to develop a history of the projects backlogged in order to
make a judgment as to the need for a second crew.

&~ A -
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TOMER SERV

BACKGROUND AND PERSPECTIVE

At a small utility, such as SSU, many employees are unofficially
part of the customer services network. As the organization chart in
Exhibit XI shows, the actual customer services function consists of three
employees with the customer service supervisor reporting to SSU's Office
Manager. In addition, four field offices are staffed with positions that
perform customer service tasks, such as, service orders, deposits,
payments, and inquiries. .

At the Apopka office, three customer service employees have a
number of responstbilities as described below:

1. Collections

2. Telephone Inquiries - Includes service orders, credit
arrangements, service questions, and high bill inguiries.
SSU maintains two toll free and two reqular customer lines.

3. Customer Correspondence

4. Report Preparation

5. Facilitation of Paperwork - Account establishment,
nhon-pay disconnects, deposit refunds, bad checks, bank
deposits, and coliection actions require appropriate
paperwork generation and routing.

Meter reading does not come under the auspices of customer
services at SSU. Rather, this function is handled by the field staffs
reporting to the General Manager.

Billings are generated by EDP and then processed and sent out by
the mailroom. Most operating systems receive bi-monthly bills, four are
on monthly schedules, and two are still billed on a quarterly basis. The
Company s currently evaluating the various options for their relative
cost-effectiveness.

Requests for service can be made over the phone, in person at
Apopka, or at one of the other field customer service offices. Deposits
must be recelved prior to connection, and are held for 25 months, then
refunded to customers with good paying habits.
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SSU's collections program is both informal and personalized. Nc
progressive, state-of-the-art techniques are employed here, yet bac-cet:
write-offs have remafned low. Field Offices often work their own
collection accounts. The simplte write-off percentages, based on total
billed revenue, for the past three years were under one percent:

1984 .76%
1985 378
1986 .57%
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FINDINGS AND R MENDATION

N re A form n rvi Appli ion

Second only to an appropriate deposit, information obtained from
new customers §s a company's best defense against excessive bad debt
write-o0ffs. SSU requests only minimal data to establish the account,
that is, name and address. There apparently has been little thought
given to the needs of the collections staff when accounts become
uncollectible. While not a major problem now, as SSU grows collections
will most 1ikely require a more sophisticated approach.

Most, 1f not all, of Florida's telephone companies request name,
address, telephone number, employer, social security number, landlord's
name, permanent/other address, nearest living relative, and a
“can-be-reached-at" number. The benefits and wusefulness of this
information are apparent when it becomes necessary to collect a
delinguent or final account. Much of it is essential to any type of
effective skip-tracing efforts. While the typical water and sewer
company may not need all of the information discussed above, the data
currently secured by SSU is tnadeguate.

41.(M) Revise The Service Application So That Additional Cystomer
Information Is Reguested.

Ih jon Tg Pur An F1 ronic M r R in MR a

N A ly Anal

The 1{nstallation of the new computer has given SSU numerous
opportunities for automation in all areas of the Company. If chosen
judiciously, these systems can have a tremendous positive impact on
operations. However, the Company's lack of planning can easily
compromise the benefits of the new computer. In the absence of good
planning, SSU's decision-making process must ensure that all capital
expenditures are carefully scrutinized.

One such decisfon that was not adequately supported was the
purchase of the EMR capability. As of May 30, 1987, SSU had spent over
$20,000 for six hand-held meter reading devices and related software and
accessories. There are also plans to expand this capability into other
operating areas, which will require additional hardware expenditures.
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EMR can have numerous benefits assoctated with its wuse,
especially in the areas of manpower utilization, standards formulation
and measurement, finformation gathering, and cash flow. These benefits
most often accrue to larger electric utilities however. HWe do not
belteve that SSU can realize anything approaching those kinds of
benefits. HWhether they can or not is really a moot point. The Compary
did not perform the research and cost-benefit analyses that an
expenditure of this magnitude warrants.

42.(H) v rov -Making Pr Which Incorpor
ibilid An -Bengfit An

Once this process is complete.'it should also be utilized when
considering future purchases of EMR hardware.

n f Lower 1k

The Company mails out an average of 19,000 bills per mont: at
the standard 25¢ postage rate. The new computer system provides SSU with
the capability of sorting mailings by zip code, thus enabling the company
to utiiize bulk postage rates. Potential savings are apparent, and SSU
should pursue this cost-cutting measure.

43.(M) §14 1k-P never £

At one time, SSU mailed a series of three, progressively more
stern collection letters to those customers posing potential bad-debt
risks. The letters were generated internaily and mailed from the
Company. The customer services staff reported a reasonable level of
success resulting from the utilization of these letters, but no records
are available to verify that success.

Such a collections technique, however, is widely regarded as
basic to any collections program. Yet, apparently on the advice of an
attorney, the Company discontinued the use of this series of tetters in
spite of their perceived success rate. If the letters contained language
that was not appropriate for Company collection efforts, then that
language should have been revamped. But the technigue of the progressive
collection letter series should be retained for use.
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Some companies find it both more palatable and cost-effective to
contract with a third party for the collectton letter service. Angd this
may be SSU's preferred course of action. Either way, the collection
Tetter series should be brought back as part of the Company's overall
collection strategy. -

44, (H) val The Avatl ng And Re-In h f
} n r

Th mer Seryv rvisgr’ nsi i Are N ibl

With Her Ti P i

As Exhibit I shows, the Customer Service Supervisor (CSS) has
two Customer Service Representatives (CSR) reporting to her. This
retationship appears to be more of a paper assignment than a true
functional reporting relationship. The CSS does not administer the
representatives' evaluations, nor does she approve leave requests and
time records. These duties fall to the Office Manager, who has much less
contact with the CSRs and therefore, s not as familiar with their
performance. 1In addition, the office manager is physically removed from
their immediate work area and cannot provide the day-to-day guidance
needed. Yet, she must evaluate them.

It appears that the current CSS s fully capable of performing
the duties typically expected of a supervisor and senior management
should be willing to give her that opportunity.

45.(L) n_All m i R 1§td
h mer rvi rvi

When staff requested a procedures manual from SSU, a copy of the
employee handbook was provided. As mentioned throughout this report,
this handbook §s little more than a coilection of memos and random
policy statements. It s nelther comprehensive nor acceptable as a
procedures manual., Nor is it up-to-date.
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As a result, customer services 1is not the efficient,
coordinated, consistent function it should be. NWhat management believes
s being done may well not be, because the process has no effective way
of being communicated throughout the organization without policies and
procedures. As the Company expands, things will only get worse.

46.(H) vel mpr i licd nd Pr r Manyal For Al
m F ign
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ACKGR AN PECT

Southern States' personnel function ‘includes recrultment,
employee selection, orientation, training, and performance evaluation.
The Office Manager/Personnel Manager, who has minimal responsibility for
coordinating personnel activities, primarily maintains personnel records
and processes the weekly payroll, The responsibility for performing
other personne! activities is shared among several Company employees.

When a position becomes vacant, announcements are posted in
prominent 1locations throughout the corporate office in Apopka. A
replacement is sought from within the Company whenever possible. When it
is necessary to recrult outside of the Company, recruitment efforts
consist primarily of placing advertisements 1in local newspapers and
industry magazines.

Department managers are responsible for 1nterviewing prospective
employees and participating in the selection process. The President
approves all final hiring decisions. An affirmative action report
containing detailed hfring information s submitted to Minnesota Power,
Southern States' parent company, on a quarterly basis.

The orifentation process for new employees is informal. The
Personnel Manager provides each new employee with a Company f£mployee
Kandbogk. The handbook contains Company organizational charts and job
descriptions, as well as information regarding employee reguirements and
benefits. The employee is also provided with brochures which exptain the
Company's benefits 1in greater detail. The Personnel Manager then
processes the necessary forms to place the new employee on the payroll,
Finally, the employee views a videotape which provides an introduction to
Minnesota Power Corporation and 1ts subsidiaries. When a system is
acquired by Southern States, the Personnel Manager visits that location
to familiarize the employees with Company personnel policies.

The Company's employee training and development activities are
informal. Most of the training is on-the-job training and is carried out
by the employee's immediate supervisor. On occasion, the President will
obtain training fiims or send selected employees to courses relating to
their specific responsibilities. For example, operator trainees who are
attempting to qualify as certified operators attend a two week "short
school,* which is the culmination of a home study program.

Annual performance evaluations of each employee are conducted as
a component of the salary administration process. (See page 72 for a
more detailed discussion of wage and salary administration.) Employees
are reviewed by their immediate supervisor each December, with salary
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ot A o e A 2 e “/“ =
adjustments becoming effective omn_Jdanuary 1, Salary increases are
decided upon by the Southern States Presfident and are subject to final
approval by the General Manager of Topeka Group, the intermediate holding
company under Minnesota Power.

Southern States provides an employee benefit program.for all
full-time employees. The program includes partially subsidized health
and finsurance plans and a fully subsidized pension plan. Partial
retirement benefits are available to an employee after five years of
creditable service and full benefits are payable after fifteen years. In
addition, Southern States personnel are offered the option of purchasing
Minnesota Power stock at a five percent discount. Employees are also
given vacation time in accordance with their years of service, as we)l as
holidays, sick leave, and personal leave. According to Company records,
benefits accounted for 12.5% of payroll expenditures in 1986. -
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NDINGS AN MENDATION

Ther A k Of Uniformi n The Training Effort For Field Personnel.

The training activities in Field Operations are not adequately
coordinated. For example, a meeting is held each Monday merning for
field personnel based in the Apopka area. A primary purpose of these
meetings 1s to discuss training and safety topics, as well as general
Company policies. However, field personnel based in outlying areas, such
as Venice Gardens and Amelia JIsland, are not required to attend.
Furthermore, 1information addressed at these meetings ts not routinely
dissemimated to these employees.

Interviews with field personnel in numerous locations provided
further evidence of this lack of uniformity. In one location, for
example, ‘tocal safety council officials provided area personnel with
vital safety information. In another location, area employees met with
representatives from a chlorine company to discuss the hazards of
chlorine and other chemicals. Although the information generated at <:ch
training sessions 1s often relevant for field personnel system-wide, it
is rarely disseminated back to Fieid Operations management in the Apopka
office for general distribution. It should be recognized, of course,
that some local training Is plant-specific and would not be applicable to
all field Yocations.

The lack of uniformity appears to be primarily due to
understaffed Field Operations, particularly at the management level.
Consequently, the General Manager is over burdened with responsibilities
and s unable to provide the necessary emphasis to the training
function. (Refer to Field Operations Recommendation 31 for a more
detafled discussion of this situation.)

To provide maximum effectiveness to all field personnel,
training activities must have a focal point through which information and
methods can be coordinated and uniformly administered. Hithout such a
focal point, information which would be beneficial to all employees may
never be disseminated beyond the area at which it {s generated. A
coordinated training effort would provide benefits in the following areas:

o Uniformity of training: a system-wide training effort
would assist in raising all field personnel to a similar
skill Tevel

o Safety: a system-wide effort would better ensure that all
field personnel are exposed to vital safety information

0 14 nti f : & system-wide effort should
ensure a more efficient and effective workforce.
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47 . (H) Tr flant Personnel Shoyl niformly Adminicter
men 1 Within F rations,

One management level employee, who reports directly to the
General Manager and who 1s skilled in providing training, should.have the
responsibility for acting as the focal point for the training effort.
This individual should be responsible for ensuring that adequate emphasis
is placed on the administration and coordination of training activities.

At present, 75 of zhe Company's 105 employees work in Fleld
Operations. Therefore, the need for a uniform training effort is most
critical in this area. However, as the overall staff {ncreases in size,
top management may want to consider hiring a training coordinator to plan
and organize the tratning function Company-wide.

Th H ki p Tr b N r
Plann For F i

In certain field locations within the Southern States' system,
certifted operators are {in short suppiy. Consequently, many field
employees are finitially hired as operator trafnees. Although field
employees are hired with varying levels of experience and knowledge,
neither thetr current nor future training needs are formally evaluated.

Interviews with field personnel throughout the Southern States' -
system provided additional evidence of inadequate emphasis being placed
on employees' training needs. Several field employees informed us that
they had been assigned certain responsidilities with minimal knowledge of
how these duties should be carried out. Others stated that field
Operations management had never inquired as to their training needs or
the needs of their associates.

In addition to the lack of assessment of technical training
needs, several employees mentioned that they had never received customer
relations training to assist them {n dealing with the public.
Consequently, they occasionally found themselves in a position where they
were unable to answer customers' questions, particularly those which
addressed the Company's rate structure.

For a training program to provide maximum effectiveness to all
field personnel, current training needs must be evaluated and future
training needs must be planned for. HWithout such an effort, employee
motivation and productivity may be significantly lowered. A strong
emphasis on training needs would assist tn raising al) field personnel to
a similar skill level and should result in an increase in the quality and
quantity of work performed.
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48.(H) lan r An re Traini N Within
rations.

The Company should f{dentify its training needs within Field
Operations and incorporate these needs into a comprehensive .training
plan. Special emphasis should be placed on providing field personnel
with customer relations training.

This recommendation tles 1in closely with previously discussed
Recommendation 47. As with that recommendation, one management level
employee, with skills {in training, reporting directly to the General
Manager, should be respensible for ensuring that adequate emphasis 4s
placed on both the planning and the coordinating of training activities.

The objectives of a wage and salary administration program
should be external competitiveness and internal consistency. A review of
Southern States' program indicates that the Company s not fully meeting
these objectives. Deficiencies were noted in the following areas: (a)
an fn-depth analysis of employee salaries has not been conducted to
determine a falr and competitive salary structure; (b) salary guidelines
have not been established to address how the salaries of personnel in
those companies newly acquired by Southern States will be brought into
Tine with the existing structures; and (c) salary ranges have not been
developed as a component of the salary program. Each of these areas is
discussed below in greater detail.

a. loadequate Analysis of Emplovee Salaries

Primary responsibility for administration of the Company's wage
and salary structure rests with the President. Officials of other
utility companies are periodically contacted by the President for the
purpose of comparing the salaries in those companies to the salaries at
Southern States. Ouring 1986, the Company participated in a salary
survey of fourteen private and public utility companies 1fn Central
Florida; the survey was conducted by Saniando Utility Corporation. HWhile
these efforts are a step in the right direction, they appear to be
inadequate for several reasons.

First, although other utility companies are contacted regarding
their current salary structures, this is only done on a pertodic basis,
and no one at Southern States wutilizes the data for in-depth
comparisons. Subsequently, factors unique to the organization and its
environment, as well as variations in employee experience, are not
considered. :
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Second, our review of the Sanlando salary survey findicated that
1ts  usefulness was 1imited. Although salaries were analyzed for
seventeen position titles, only six of these exactly matched titles at
Southern States. Furthermore, the survey did not address salary
differences based on such factors as varifations in level of
responsibility or span of control. .

Finally, interviews with Company personnel revealed that severa!
field employees based in the Apopka area believe that thetr salaries are
not competitive with those of other utllity companies {n central
Florida. We did not find firm evidence to either substantiate or refute
this claim. However, in light of the issues rajsed above, we believe it
deserves further attention by Company management.

When determining employee salaries, an fin-depth analysis must be
conducted periodically to ensure that: (1) the Company is competitive
with others in the industry and area; and (2) factors unique to the
organization, 1ts employees, and its environment are considered. Without
such an analysis, the turnover rate may increase as a result of emplioyee
dissatisfaction with the salary structure. Furthermore, the Company's
wage and salary administration program will be ineffective in achteving
the objectives of external competitiveness and internal consistency.

b. Lack Of Salary Guidelines following An Acquisition,

According to Company officials, the salaries of personnel
from those companies acquired by Southern States are brought into line
with Company salaries gradually. For example, if an employee of an
acquired company is earning more than a Southern States employee in a
comparable position, he will retain his former salary. However, his
future salary increases may be less substantial than those of other
Company personne!l. Although the Company should be commended for its
effort to be fair to personnel in acquired companies, no guidelines exist
for either how or over what period of time these salaries should be
adjusted, or indeed, if they should be adjusted at all.

As previously mentioned, one of the primary objectives of a wage
and salary administration program should be internal consistency. Such
consistency does nhot necessarily mean that all employees with the same
title should earn the same salary or wage. There may be a need for some
flexibiltty based on such factors as geographical differences in the cost
of 1iving and variations in responsibilities, longevity, and performance
(merit). However, without proper guidelines to address how and when
salaries of newly acquired employees will be adjusted to ensure proper
integration into the Southern States current structure, the objective of
consistency will surely not be achieved. Furthermore, employee morale
may be seriously Jeopardized 1f the effort to adjust salaries of newly
acquired employees occurs too rapidly. For example, 1f an outstanding
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employee of an acquired company continuously fails to receive a merit
raise, his morale and productivity will almost certainly be impacted.
The establishment of guidelines to bring the salaries of personnel of
acquired companies in 1ine with other Company salaries should contribute
both to the overall effectiveness of the Company's wage and salary
administration program and to empioyee morale.

€. Lack Of Salary Ranges.
The Southern States Emplovee Handbook states that:

“...each job s ranked within a range of pay rates
for that job category. Each job has a minimum and
maximum wage assigned to {it. Employees are paid
within the range, based on actual merit, to assure a
competitive rate within the industry and the area."

However, when questioned further about salary rvanges, Company personnel
admitted that, although addressed in the Handbook, such ranges have not
yet been estabiished as part of the wage and salary administration
program.

Specific salary ranges, with minimum and maximum rates and an
appropriate number of intermediate steps, are an essential component of
an effective wage and salary administration program. Without satary
ranges, one of the primary objectives of such a program--internal
consistency--may not be met. Furthermore, there is a greater likelihood
that excessive blas and subjectivity will be introduced into the system.
The establishment of specific salary vranges should contribute
substantially to the overall effectiveness of the Company's wage and
salary program. :

49.(H) T r i f _A

specialist In Mage And Satary Administration.

Utitizing the services of a wage and salary specialist will
provide Southern States with a more effective wage and salary
administration program. The Company has the option of retaining the
services of a specialist from Minnesota Power Corporation, as it has done
under similar circumstances in the past, or wusing an external
consultant. At a minimum, the specialist should be responsible for:

a. Conducting a formal, in-depth analysis of Southern States'

salaries to ensure that the objectives of external
competitiveness and internal consistency are met
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b. Establishing guidelines which address whether the salaries
of personnel 1in companies acquired by Southern States
should be brought into line with Company salaries and, if
so, how this will be accomplished

¢. Developing salary ranges, with minimum and maximum rates
and an appropriate number of {intermediate steps, as a
component of the salary structure.

mpt Performan N Formal) ¥ T mpletl Th
r {on Period.

Newly hired Southern States' employees are required to serve a
90 day probationary period; existing employees of companies acquired by
Southern States provide the only exception to this policy. At the
completion of the 90 day period, an informal decision is made by the
appropriate manager as to whether or not the individual will remain
employed with Southern States. However, a formal evaluation of the
strengths and weaknesses exhibited during this initial perfod of
employment is not conducted. Since annual evaluations are conducted of
all employees each December, an employee who begins working for Southern
States early in the year will not receive a forma) performance evaluatic-
for almost one year.

1t is an acceptable practice to require formal evaluations to be
written at the end of a probationary period, with some employers adding
the proviso that if an evaluation 1s not written, the employee s
considered to be fully satisfactory. However, we believe that an
evaluation should be written without exception to gain the following
threefold benefits: (1) to tidentify, on a timeiy basis, the empioyee's
limitations, and to address the means of dincreasing the f{ndividual's
overall competence; (2) to provide a partial basis for determining the
best possible future utiifzation of the individual; and (3) to establish
a record which can be used to support the decision to terminate an
employee.

Without this evaluation, the company is at increased risk of an
equal empioyment opportunity (EEQ) discrimination suit for wrongful
g.smissal (especially during the period between 90 days and the next
December evaluation). They also risk the proper and best utilization of
the employee's talents, and finally, if the employee's deficiencies are
not documented and training requirements determined, assets may be
damaged through employee negligencs.

50. (M) F i W
T teti f Pr

While we can accept the Company's decision to use a 90 day
probationary period, we do believe that a written evaluation should be
made at the end of the first 90 days of employment.
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The Appropriate Managerial Skills Are Not Being Evalyated By The
Company's Current Evaluation Instrument.

A formal appraisal instrument is used to assess each empioyee's
performance on an annual! basis. Using a five point scale with categories
which range from ‘“uynsatisfactory" to “clearly outstanding", the
instrument rates the employes in fifteen general skill areas. The
Instrument does not assess any managerial! skills, however, and is
therefore of 1imited use tn evaluating supervisory personnel.

To provide maximum value to all employees, a performance
evaluation system must evaluvate appropriate skilis for each level of
organizational responsibility. If it does not, the evaluation system
cannot fully achieve f{ts objective of 1identifying an employee's
1imitations and addressing the means of increasing his overall competence.

51.(M) r ign r her mpr r A
vi nsyr r f 1 tils.

Either of these options will increase the usefulness of the

performance evaluation instrument to management, and will be more fair to
the employees being evaluated.
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RON ATA PR N

ACK ND AND PERSPECT

The Electronic Data Processing (EDP) function §s headed by the
Data Processing Manager whe reports to the President of Southern States.
The staff consists of three Work Station Operators who in turm report to
the Data Processing Manager. The organizational chart for the EDP unit
is presented in Exhibit XII.

The Data Processing Manager has overall responsibility for
controlling and managing all data processing functions at Southern
States. Some of these responsibilities {nclude supervision and
evaluation of personnel, training employees at remote locations on the
usage of personal computers, and keeping all hardware and software
functioning properly. Additional responsibilities include analyzing
resource needs, the timely processing of biliing, payroll and meter
reading documents. The Work Station Operators are responsible for the
data input of all completed service orders, all customer payments via use
of an optical character reader, and any meter readings not input by use
of the electronic meter readers.

For several years, Southern States had been using the IBM System
34 to meet their data processing needs. However, as a result of growth,
the Company decided to upgrade the system software and hardware. Their
new IBM System 36 has the capacity to handle 100,000 customers. The
customer count as of July 1987 was 39,000.

Orcom Systems, Inc., Southern States' software vendor, began
installation of the new utility software in January of 1987. The
software system includes applications for billings, accounts receivable,
payroll, accounts payable, general tedger, service orders, fixed assets,
tnventory, work orders, and a plant allocation program. Some of these
appiications will be phased in over the next year.

Southern States' hardware equipment comsists of three remote
personal computers (with printers} located at Jacksonville, Amelia
Island, and Venice Gardens. Since the remote personal computers can
communicate to the Apopka mainframe, work efficiency is expected to
increase. As an example, meter readings will be input at the remote
locations instead of befng majled to Apopka for imput. At the Apopka
headquarters, there are four personal computers with printers in addition
to twelve CRTs;, three large printers used for printing payroll, customer
bills and management reports; various modems; the IBM mainframe; six
electronic meter reading devices; an OCR scanner; two disk drives, and
one tape drive. As of June 30, 1987, Southern States total cost
associated with the new system was $162,000. Even though the majority of
expenses have been idncurred, some additional  costs related to user
training are expected.
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P T RVEY

An EDP controls survey was used by Management Studies to aid in
the review of EDP controls. Company interviews and documents were also
used to supplement the information gathered by this survey. The survey
addresses areas concerning general information, organizational controls,
cperational controls, documentation controls, and processing controls.

When Southern States completed the survey in June of 1987, the
new software applications and hardware devices were not totally installed
or functioning properly. The survey, however, addresses the controls
that Southern States will have in place once the system is operating
appropriately.

The findings and recommendations are based upon the deficiencies
fdentified in the EDP controls survey, and are grouped by control area.
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EIN AND R MENDATION
NERAL INFORMAT

The general {nformation section of the survey reviews the
organization of the EDP unit, long and short range ptlans, and
descriptions of hardware and software used by the Company.

Th P n_H Pl rowth--N r Th

As mentioned earlier, Southern States is in the process of
implementing several new software applications. Peripheral equipment and
hardware devices have also been purchased. HWhile we are not finferring
that these have been unwise choices, there are no written plans to guide
and direct the future needs and goals of Southern States' EDP development.

Planning 1s one of the basic functions of management. It is the
process of setting objectives and developing alternative strategies for
achieving them. Planning is required at all levels and s used as a tool
to communicate the direction of the organization. Each department's plan
must be compatible with the organization's broad overall plans.

The short-range plan, which normally covers a period of one
year, defines goals in writing and indicates how these goals should be
carried out. Typically the EDP short-range plan should discuss the
following areas:

i
-

Goals and objectives
EDP relationship with Southern States' goals and objectives

Major strategies to achie . these goals and obiectives

& W N

Positicas responsible for major aspects of implementation
via top-down delegation from the President

5. Resources needed to achieve the objectives, including human
Tesources

6. Milestones for major projects such as impiementation of new
applications

7. Effects of outside influences on the department, such as
changes tin other departments, the economy and technology;
for example, as the customer base increases, EDP needs for
the Customer Service section will also increase
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8. Alternative actions based on these changes

9. Measures to indicate success.

Lonq-range'pIans usually cover a time period of five years at a
minimum. A long-range plan should focus on the achievement of goals, but
not at the expense of losing flexibility and sensitivity tc opportunities
in a changing market place.

Typically, long-range departmental plans finclude at a minimum
the following items:

1. The relationship to the Company's long-range plans
Department mission, goals and objectives

Strategies to achieve goals and objectives

oW~

Appropriate benchmarks to measure whether or not the goals
and objectives have been achieved.

§2.(M) Develop Written Plans, Both Short- And long-Range, For The EDP
Eunction. |

Ne were informed that the Company's EDP short-range plan
consisted of status reports prepared by the software vendor. Even though
these reports are useful to Southern States, we do not consider them to
be short-range plans. They do not project where Southern States would
like to be in one to two years and secondly, the Company snould Ge
preparing their own short-range plans, not an outside party.

Since Southern States 1{s actively seeking to acquire new
companies, they must be prepared to effectively meet the additional EDP
demands accompanying that growth.

AN N

Organizational controls assist the EDP function in meeting the
objectives of the Company. These controls address fissues such as
adequate division of duties and appropriate methods for reporting to
senior management.
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hern N Mave An P rin mmi

Without an EDP Steering Committee, Southern States may be unable
to accurately assess whether t<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>