RUTLEDGE, ECENTA, UNDERWOOD, PURNELL & HOFFMAN

PROFESSIONAL ASSOCIATION
ATTORNEYS AND COUNSELORS AT LAW

STEPHEN A. ECENIA POST OFFIGE BOX 551, 32302-0551 GOVERNMENTAL CONSULTANTS:
e P

THOMAS W. KONRAD

R. DAVID PRESCOTT

HAROLD F. X. PURNELL TELEPHONE (904) 681-6788

GARY A. RUTLEDGE TELECOPIER (904) 681-6515

R. MIGHAEL UNDERWOOD

WILLIAM B. WILLINGHAM November 13, 1995

Ms. Blanca S. Bayo, Director HBAND DE;.FI_VERY
Division of Records and Reporting SO
Florida Public Service Commission
2540 Shumard Oak Boulevard

Room 110

Tallahassee, Florida 32399-0850

£
o
£
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Dear Ms. Bayo:
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Application by Southern
States Utilities, Inc. for rate
increase and increase in service
availability charges for Orange-
Oscepla Utilities, Inc. in
Osceola County, and in Bradford,
Brevard, Charlotte, Citrus, Clay,
Collier, Duval, Hernando, High-
lands, Hillsborough, Lake, Lee,
Marion, Martin, Nassau, Orange,
Osceola, Pasco, Polk, Putnam,
Seminole, St. Johns, St. Lucie
Volusia and Washington Counties.

Docket No. 950495-WS

Filed: November 13, 1995

SUPPLEMENTAL PETITION OF SOUTHERN STATES
UTILITIES, INC. FOR INTERIM REVENUE RELIEF

Pursuant to Section 367.082, Florida Statutes, and Commigsion
Order Nos. PSC-95-1327-FOF-WS issued November 1, 1995 (the "Interim
Rate Order") and Order No. PSC-95-1292-FOF-WS issued October 19,
1995 (the "Rate Structure and Refund Order"), Southern States
Utilities, Inc. ("SSU"), by and through its undersigned attorneys,
hereby provides the Florida Public Service Commission (the
"Commigsion") with supplemental information and rate design
alternatives. This information and rate design alternatives are
provided to present the Commission with information requested to
permit a simplified analysis of wuniform, stand alone and/or
modified stand alone rate design alternatives for the years 1994
{interim), 1995 (interim) and 1996 (final). The information
provided herewith is intended to both permit the Commission to
provide SSU interim rates based either on a 1994 or 1995 interim
test year and to provide all parties and their clients {(i.e., SSU's
customers) with rate design information which shows the spectrum of

rates and monthly bills which potentially could result at the
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conclusion of this proceeding. SSU requests that the Commission
act expeditiously to provide SSU with interim rate relief due to
the dire financial situation currently confronting SSU, as
described in detail in the affidavit of Scott W. Vierima, SSU’s
Vice President and Chief Financial QOfficer, which is attached as
Appendix A to this Petition. In support of this request, SSU
states as follows:

1. In the Interim Rate QOrder, the Commission stated as
follows:

While we have determined to deny SSU’s interim
request at this time, we recognize that the
circumstances in this docket are unusual,
particularly the timing of the decision in
Docket No. 920159-WS and the untested nature
of a projected interim test year. While we
will not rule now on the merits of any refiled
petition, because of the unique nature of this
case, the utility may, if it chooses, file
another petition for interim rates. Should it
do so, the utility is advised to consider the
findings made herein as direction as to the
proper filing.

2. Purguant to the Rate Structure and Refund Order, the
Commission ordered SSU to revert from its currently filed and
effective uniform rate structure to a modified "capped" stand alone
rate structure. On November 3, 1995, SSU filed a motion for
reconsideration of the Rate Structure and Refund Order.

3. In its motion for reconsideration, SSU has challenged the
Commigsion’s determinations requiring SSU to implement the modified
capped stand alone rate structure and requiring SSU to provide

refunds to certain S8U customers as a result of the First District

Court of Appeal’s reversal of the uniform rate structure. Since
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SSU’s rate structure still remains at issue and pending before the
Commission, the Rate Structure and Refund Order provides no basis
for Commission denial of SSU’s interim rate request -- the uniform
rate structure remains intact at least until the Motion for
Reconsideration is disposed of by the Commission and, potentially,
for the duration of a court appeal.

4, The affidavit of Mr. Vierima confirms that SSU currently
ig in a dire financial situation. To summarize the affidavit:

(1) through October 31, 1995, SSU has lost approximately
$453,749 from continuing utility operations;

{(2) in order to meet current expenses and capital
requirements, including debt costs, SSU has been forced to use
approximately $500,000 to date of its retained earnings and
will have to continue to deteriorate or deplete retained
earnings to meet operating costs at least until revenue relief
ig obtained; and

(3) 8sU’'s 1lenders and bonding institutions have
responded adversely to SSU upon notification of the Interim
Order and Rate Structure and Refund Order by refusing to renew
a line of credit and by indicating an inability to provide
bonding capacity for SSU, respectively (as described in the
corregpondence from those entitles which are attached to Mr.
Vierima’s affidavit).

5. These results are consistent with the Commission Staff’s
acknowledgment at page 21 of the Staff Recommendation dated

September 27, 1995 that SSU even then was experiencing "inadequate

3513




liquidity and declining profitability."

6. SSU is now more than 10 months into the 1995 projected
interim test year and, consequently, 10 months past the 1994
historic period. Attached hereto as Appendix B is an affidavit of
Morris A. Bencini, 8S8U’'s Controller, confirming that through
October 31, 1995, SSU is within 1% or $220,000 of the projected $26
million of administrative and general, customer service and direct
expenses forecasted for the same period in SSU’s original minimum
filing requirements ("MFRs"). Appendix C contains the affidavit of
Dennis Westrick, SSU’s Senior Engineer, which confirms that through
October 31, 1995, SSU has placed $3.7 million of plant into service
above the plant in service projected by SSU for this year to date
period in the original MFRs.

7. The facts presented in these affidavits, provided under
oath, substantiate the credibility of SSU’'s 1995 projected
informaticn. S8U believes, and reaffirms its regquest that the
twelve months ending December 31, 1995 is the most appropriate
period for interim relief. However, in accordance with the
direction provided by the Commission in the Interim Rate Order, SSU
also is filing Volumes II-B, III-B, V-B and XII which contain
supplemental information for 1994 and 1995, for each individual
service area, which would facilitate a Commission determination of
the interim revenue relief necessary based on 1994 or 1995 data
under alternative rate designs.

8. To facilitate Commission and Commission Staff review of

the supplemental information concerning interim rate relief, SSU
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notes the following:
a. SSU has designed rates under the following

alternatives for 1994, 1995 and 1996:

1994 Interim Period

Alternative 1: Modified Stand Alone (Capped) present rates
and revenues with a stand alone percentage
increase.

Alternative 2: Modified Stand Alone (Capped) present rates
and revenues with uniform percentage revenue
increase.

Alternative 3: Uniform Present Rates and Revenues with a
uniform percentage revenue increase.

1995 Interim Period

Alternative 1: Modified Stand Alone (Capped)} present rates
and revenues with a stand alone percentage
increase.

Alternative 2: Modified Stand Alone (Capped) present rates
and revenues with a uniform percentage revenue
increase.

Note: For 1995, SSU requested uniform present rates and
revenues with a uniform percentage revenue increase
as contained in Volume V of SSU’s original MFRs.

1996 Final Period

Alternative 1: Modified Stand Alone (Capped) present rates
and revenues with stand alone (no cap) final

rates and revenues.
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Alternative 2: Modified Stand Alone (Capped) present rates
and revenues with modified stand alone
(capped) final rates and <revenues ($52
water/$65 wastewater).

Alternative 3: Modified Stand Alone (Capped) present rates
and revenues with uniform final rates and
revenues.

Note: For 1996, SSU requested uniform present rates and
revenues with a uniform percentage revenue increase
as ghown in Volume V of 8SU’s original MFRs.

b. The requested 1994, 1995 and 1996 operating revenues
which appear at line 21 of the section entitled "Financial
Summary - FPSC Jurisdiction" in Volume II, Book 1 of 4, page
37 of the originally filed MFRs are identical or immaterially
different {(due to rounding of the rates and the mechanical
"billing out" of the revenues) from the operating revenues
which appear in the similarly entitled section of Volume II-B
at pages 5, 6 and 7 for 1994, 1995 and 1996, respectively.
This confirms that SSU is not requesting any change in the
revenue requirements originally requested in the MFRs accepted
by the Commission as officially filed as of August 2, 1995.

c. Congistent with the Commission’s past practice
regarding interim revenue determinations, SsuU has
reconstructed present revenues for the 1995 and alternative
1994 interim test years, on an annualized basis, to reflect

the present revenues which would have resulted if rates had
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been designed during such periods based on the modified stand
alone (“"capped") rate structure approved by the Commission in
the Rate Structure and Refund Order. The most significant
change required by this reconstruction of present revenues is
the increase in present revenues and the decrease in the
requested increase appearing on line 13 of pages 5, 6 and

7 of Volume II-B. This decrease in the level of the requested
increase exists because 8SU’'s customers in this docket who
formerly were under a uniform rate would have paid higher
rates during 1994 and 1995 under a capped stand alone rate
structure thereby paying higher levels of revenue to SSU
during such period (please note the Spring Hill service area
is removed from consideration).?

d. Interim revenue requirements and the associated
interim rates reflected in the E-schedules of Volume V-B under
the "capped" stand alone structure do not c¢ap water and
wastewater bills at $52 and $65 for 10,000 gallons of
consumption, respectively. Past Commission practice prohibits
S8U from redesigning rates and instead required SSU to apply
a percentage increase to the existing rates. The propriety of
this process is confirmed not only by Commission practice in
prior SSU rate cases but also in the Rate Structure and Refund
Order where the Commission recognized 1indexing and pass-

through revenue increases (which occurred after uniform rates

1See Order No. PSC-95-1385-FOF-WS (removing service areag in
Hernando, Hillsborough and Polk Counties from this proceeding).

7
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were implemented in September 1993} in rates in a manner which
caused rates to exceed the $52 and $65 caps for 10,000 gallons
of consumption.

e, The Commission "caps" of $52 and $65 for water and
wastewater service at 10,000 gallons of consumption are
applied for 1996 final rate purposes under the "capped" stand
alone rate structure alternative provided in Volume V-B.

£. The revenue requirements and associated rates for
1994, 1995 and 1996 under the stand alone and "capped" stand
alone rate structures reflect the requirement in the Rate
Structure and Refund Order that SSU can only charge the 5/8
inch base facility charge to customers in the Sugarmill Woods
and Pine Ridge service areas who are served through one inch
meters. SSU continues to dispute the validity of this
requirement, and has done so in the motion for reconsideration
of the Rate Structure and Refund Order, particularly because
SSU believes the ordered 5/8 inch meter rate does not reflect
the shift in revenues collected from the one inch meter
category to the 5/8 inch meter category (which would increase
the 5/8 inch meter base facility charge). However, since
SSU’s motion for reconsideration of that portion of the Rate
Structure and Refund Order remains pending, we have reflected
this requirement (without the revenue shift), in the
supplemental information provided herewith.

9. As previously indicated, the supplemental information

provided herewith includes supplemental E-schedules and comparative
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analysis of rates which would result when alternative rate
structures are applied to 88U’'s requested 1996 revenue
requirements. The rate structures now presented by SSU for 1996
include the proposed uniform rates indicated in the original
application as well as stand alone rates and "capped” stand alone
rates. SSU will provide copies of this supplemental information in
the libraries and customer service offices throughout the state
where MFRs previously have been delivered. While this information
is not required to be distributed, SSU has undertaken to do so in
light of comments and concerns expressed by Commissioners, parties
and a number of customers during this proceeding. SSU notes that
a labor intensive and costly effort was required to produce this
gupplemental information and further notes that no utility should
ever be required to possess the prescience necessary to anticipate
all types of rate structures which the Commission might authorize
or even consider in a rate proceeding. Therefore, SSU reiterates
that 8SU’s willingness to provide this information and make it
avallable to customers should in no way be construed as a
concession that these activities are required or should in any way
be construed as precedent setting.

10. SSU acknowledges the expressed desires of several
commissioners and parties to this docket that additional time be
allotted for the purposes of re-noticing customers about potential

rate structures and holding additional customer service hearings.?

288U also has heard OPC’s repeated assertions that
additional time is required to prepare its testimony and
exhibits. 88U does not believe OPC’'s assertions are credible.

9
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SSU emphasizes that this rate proceeding, while large and complex,
ig no different from any other rate proceeding from the standpoint
of ©potential outcomes based on the Commission’'s final
determinations on revenue requirements and rate design. Despite
the uncontroverted fact that SSU has complied with all applicable
Commission noticing rules and that SSU’'s notices to its customers
have been approved by the Commission Staff as required by rule, OPC
persists in its complaint that customers are unable to derive their
maximum (rate increase) exposure from SSU’s notices. QOPC’s
rhetoric raises three points. First, it is impossible to provide
a notice to customers which describes the potential outcomes of a
rate case since the potential outcomes are a function of the
Commission’s final decisions on revenue requirements and rate
design. A utility such as SSU can only provide notice of what a

customer's rate increase may be if the revenue increase and rate

Four OPC attorneys, several OPC consultants and a number of OPC
staff members have been working on this docket since its
inception. Whereas SSU’s rate applications may be more
voluminous and complex than filings by smaller water and/or
wastewater utilities, it is hardly credible that SSU’'s rate
applications are more complex, voluminous, controversial or
otherwise time consuming such that a major telephone, electric or
gas rate proceeding can be accomplished within an eight month
suspension period but SS8U’s application cannot. SSU further
notes that a significant portion of SSU‘s revenue requirement is
comprised of "common costs" which are no more impacted by the
number of service areas served by SSU than the revenue
requirement of Florida Power and Light is impacted by the number
of electric substations its operates throughout the state.
Moreover, SSU’'s prefiled evidence reveals that approximately 74%
of the plant placed in service during the period 1992 through
1996 are located in only ten service areas. Investigation and
verification of the prudency of SSU’'s investments and the
reasonableness of the costs should hardly be considered a
documentary task.

10
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design requested by the utility are granted in full. No utility
should be held to a standard where it must provide notice of all
possible rate design scenarios -- this would be an impossible
burden to meet. Second, as suggested by the Staff at the Agenda
Conference on October 31, 1995, i1f the parties or the Commission
wish to change the way in which notice is provided to customers oxr
change the contents of the notices, the appropriate procedural
vehicle is through rulemaking. Third, OPC’'s complaints (and
motions to dismiss) concerning the sufficiency of SSU’s notices
raise the question of what role OPC should play in advising its
clients, 88U's customers, of potential rate design and revenue
reguirement scenarios.

11. In any event, SSU wishes to accommodate the noticing
concerns expressed by the parties and Commissioners, however, as
set forth in Mr. Vierima'’'s affidavit, SSU cannot afford to go much
longer without rate relief. Therefore, SSU proposes that the Case
Assignment and Scheduling Record for this docket be adjusted to
accommodate an extension of ninety (90) days during which customers
would receive additional notice of rate structure issues and an
opportunity to attend an additiocnal customer service hearing
(further justifying the establishment of interim rates, subject to
refund, based on the 1995 interim test year). In return, SSU
requests that the Commission review SSU’s supplemental information
provided herewith in an expeditious manner and hold an agenda
conference within thirty (30) days of the £filing of this

information to consider this supplemental information and SSU’s

11
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urgent need for interim rate relief.? 1In the event this request
can be accommodated, SSU would agree to extend the eight month
suspension period {(currently nine months and five days due to past
SSU time concessions) by an additional ninety (90) days. 88U
further would agree that the twelve month suspension period would
be extended to twelve months and five days.

12, SSU emphasizes that its offer to extend the already
extended eight month sugpension period is solely to insure that
customers are provided the new notice ultimately approved by the
Commission and the opportunity to appear at another service
hearing. If the final hearing is rescheduled for May, 1996, SSU
has no objection to an extension of three (3) weeks being granted
to the intervenors for the purpose of filing prefiled testimony and
exhibits. SSU would request that it be given at least six weeks
from the date intervenor testimony is filed for SSU to file its
rebuttal testimony and exhibits (to permit the minimum time
necessary to send and receive responses to SSU discovery on the
parties). Finally, in light of the voluminous discovery requests
previously served by OPC, other intervenors and Staff in this
proceeding, as well as the numerous depositions taken in this
proceeding, SSU would object to any further extension of the

discovery deadline of January 22, 1996, previcusly established by

3Given the Commisgsion’s finding in the Interim Order that
OPC lacks standing to address interim rate matters and the fact
that a significant portion of the supplemental information {the
plant specific information) provided herewith has been in
Commission Staff’s possession for more than one month {(since
September 29), SSU does not expect that this request would be
unduly burdensome to accommodate.

12
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Order No. PSC-95-1208-PCO-WS. An extension and proliferation of
additional discovery is in no way related to the noticing concerns
previously expressed in this proceeding and will serve only to
unnecessarily increase rate case expense.

WHEREFORE, for the foregoing reasons, SSU respectfully
requests that the Commission grant SSU interim revenue relief based
on a 1995 interim test year or, if.the Commission declines to use
the 1995 test year for interim revenue purposes, SSU requests
interim revenue relief based on a 1994 interim test year. SSU
requests that such interim revenue relief be granted within thirty
(30) days of the filing of this Supplemental Petition. Finally, if
the Commission decides to postpone this proceeding for a period of
ninety (90) days in accordance with SSU’s consent therewith, SSU
requests that a new Order Establishing Procedure be issued setting
forth the discovery and prefiled testimony deadlines set forth in
paragraph 12 above.

Respectfully submitted,

. BAFFMAN, ESQ.

. LL,INGHAM, ESQ.

Rutledge, Ecenia, Underwood,
Purnell & Hoffman, P.A.

P. 0. Box 551

Tallahassee, FL 32302-0551

(904) 681-6788

and

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

Southern States Utilities, Inc.
1000 Ceclor Place

Apopka, Florida 32703

(407) 880-0058
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a copy of the Supplemental Petition of

Southern States Utilities,

Inc.

for Interim Revenue Relief was

furnished by U. S. Mail to the following on this 13th day of

November, 1995:

Lila Jaber, Esq.

Division of Legal Services
2540 Shumard Qak Boulevard
Gerald L. Gunter Building
Room 370

Tallahassee, FL 32399-0850

Charles J. Beck, Esq.
Qffice of Public Counsel
111 W. Madison Street
Room 812

Tallahassee, FL 32399-1400

Michael B. Twomey, Esq.
P. O. Box 5256
Tallahassee, FL 32314-5256

Mr. Morty Miller
President

Spring Hill Civic Asso., Inc.

P. 0. Box 3092
Spring Hill, FL 34606

Mr. Kjell Pettersen
Chairman, MIFWRDFC

P. Q. Box 712

Marcco Island, FL 33969

Robert Bruce Snow, Esq.

20 N. Main Street

Room 462

Brookgville, FIL, 34601-2850

supp.pet

VA

Mr. W. Allen Case
Pregident

Sugarmill Woods Civic Asso.
91 Cypress Blvd., West
Homosassa, FL 34446

Donald Odom, Esq.
P. O. Box 1110
Tampa, FL 33601

Arthur I. Jacobs, Esq.

P. 0. Box 1110

Fernandina Beach, FI, 32305~
111¢C

KENNET

14

MAN, ESQ.
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APPENDIX _ &

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In Re: Application by Southern States
Utilities, Inc. for rate increase and
increase in service availability

charges for Osceola Ultilities, Inc.,

in Osceola County, and in Bradford,
Brevard, Charlotte, Citrus, Clay,

)

)

)

) Docket No. 950495-WS

)

)
Collier, Duval, Highlands, Lake, Lee, )

)

)

)

)

)

Filed: November 13, 1995

Marion, Martin, Nassau, Orange,
Osceola, Pasco, Putnam, Seminole,
St. Johns, St. Lucie, Volusia, and
Washington Counties.

State of Florida )
County of Orange )

AFFIDAVIT OF SCOTT VIERIMA

Before me, the undersigned authority, appeared SCOTT VIERIMA, personally known to
me, who after being duly sworn, deposes and says:

1. I am Vice President and Chief Financial Officer of Southern States Utilities, Inc.
("SSU"). My business address is 1800 Color Place, Apopka, Florida 32703.

2. I submit this Affidavit in support of the Supplemental Petition of Southern States
Utilities, Inc. For Interim Revenue Relief.

3. As Vice President and Chief Financial Officer of SSU, I have supervisory
responsibility for financial records and reporting, cash management, budgeting, financial
forecasting and planning, as well as financing/credit matters, and as such am familiar with the

facts and circumstances set out in this affidavit and in SSU’s Supplemental Petition for Interim
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Revenue Relief.
4, I have reviewed Commission Order Nos. (the "Rate Structure and

Refund Order") and (the "Interim Order") and am familiar with the facts and

circumstances surrounding those orders, the relevant holdings of which appear to require SSU:

(a) to revise final rates to reflect a modified stand alone rate structure and to
implement such rates prospectively;

(b) to refund with interest alleged overcharges to certain customers for the period
"between the initial effective date of the uniform rate up to the date at which a new rate structure
can be implemented",' with no provision for recovery by SSU of the current refund expense
incurred by virtue of the Order;

(c) to adjust the Commission-prescribed modified stand alone structure rate to reflect
base facilities charges for certain SSU service areas for 5/8-inch meters, despite the fact that
customers in these service areas are supplied through 1-inch meters; and

(d) to refile a petition for interim revenue consistent with the Interim Order and the
Commission’s discussion at the October 6, 1995 Agenda Conference if the Company so chooses
in view of its financial distress.

I understand that SSU is required by the Order to calculate the refunds on the hypothesis
that the modified stand alone rate structure now required by the Commission was in effect since
September 15, 1993 -- the date the uniform rate structure heretofore required by the Commission
was made effective.

5. I am also familiar with and have assessed the substantial adverse financial impacts

'Order at 8.
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that implementation of the refund directive contained in the Rate Structure and Refund Order will
have on SSU -- impacts that were neither considered nor addressed in that order.

6. If SSU is required to implement refunds as required by the Rate Structure and
Refund Order, without any corresponding provision to permit recovery of the extraordinary
refund expense in future rates, SSU necessarily and inevitably will have been precluded from
earning even the minimum rate of return authorized on SSU’s investment devoted to serving its
customers. Indeed, as I discuss below, SSU is not now, and for the period that uniform rates
were in effect, has not been earning that minimum return on investment. The refunds mandated
by the Rate Structure and Refund Order will compound this situation, with devastating impacts
on SSU.

7. On October 6, 1995, the Commission voted to deny SSU’s application for interim
rate relief, which relief was and still is required if SSU is to have any opportunity to avoid
losses on its continuing operations in 1995, and to mitigate the serious difficulties now being
experienced in meeting its obligations to lenders.

8. According to the pro forma projections of rate base, revenues and expenses for the
year ending December 31, 1995 that were prepared and filed by SSU in connection with its
interim rate request, SSU’s projected 1995 return on equity would be 0.6% and -1.93% for water
and wastewater operations, respectively. This equated to a projected 1995 negative return on

equity for combined water and wastewater operations of -0.43%, before the impacts of the

refunds contemplated by the Rate Structure and Refund Order.

9. As of the date of this affidavit, actual results are now available through October

31, 1995. Such results confirm the accuracy of SSU’s projections -- for the ten-month period
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ended October 31, 1995, SSU incurred a year-to-date loss on continuing operations of$453,749.
SSU is incurring monthly losses, including $260,169 for September and $199,046 for October,
1995.

10. Quite clearly, the denial of interim rate relief alone will cause SSU to incur losses
on its continuing operations in 1995. This has impaired SSU’s ability to meet its debt covenants
and attract the capital required to fund necessary construction and other ongoing capital
requirements on reasonable terms. As a consequence of denial of interim rate relief, SSU has
been placed on the private placement equivalent of a credit watch by its principal lending
institutions (see Attachment A which contains copies of correspondence from CoBank and
SunBank, N.A. and my notification letter to SunBank dated September 21, 1995 referred to
therein). Covenants in SSU’s credit instruments require creditors to be notified of events that
may have material adverse effect on SSU’s financial condition. As such, SSU has notified its
lenders of the denial of interim rate relief, the reversal of uniform tariffs, and the order for
refunds exceeding $8 million. The lenders expressed deep concerns over these developments in
view of SSU’s year-to-date net loss, and pre-tax interest coverage below 1.0 for the nine-month
period ended September 30, 1995, a level classified as non-investment grade by rating agencies.
Denial of interim rate relief alone has created significant liquidity uncertainties and serious doubts
as to whether SSU can continue to meet operating, construction, and debt service requirements.
Additionally, SSU was in the final stages of negotiations with lenders for a back-up credit line
and, before the denial of interim rate relief, had received a proposal under terms and rates
beneficial to customers and shareholders. The proposal was withdrawn by the prospective lender.

Consequently, even before the substantial additional adverse impacts of the refunds required by
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the Rate Structure and Refund Order there exists a serious threat to the continued ability of SSU
to meet its financial obligations and maintain access to capital markets.

11. The refund requirement in the Rate Structure and Refund Order, if implemented as
proposed with no provision for SSU to recover the associated refund expense, materially
compounds these financial difficulties. Our calculations confirm that the refunds required by that
order will amount to approximately $8.7 million, including additional interest of approximately
$414,000. I should note that the Rate Structure and Refund Order requires SSU to compute and
pay interest on the refund amounts, even though SSU at no time had the use of "excess"
customer funds, i.e., collections in excess of SSU’s Commission-approved revenue requirement.
If the Commission reaffirms the Rate Structure and Refund Order on reconsideration, and SSU
is required to book this refund expense, 1 project an aggregate after-tax loss on continuing
operations of in excess of $5 million for 1995, which will wipe out all of SSU’s retained
earnings.

12. I should note that even if the Commission were now to grant the full level of
intertm rate relief originally sought by SSU, such action would not be sufficient to resolve the
financial difficulties and distress I have discussed. SSU has been advised by its primary bonding
company (SafeCo Surety) that it will be unable to obtain performance bonding for either interim
rates or the ordered refund, without parent company (Topeka Group, Inc.) indemnification (see
Attachment B which contains a copy of correspondence from SafeCo Surety). In addition, as of
September 30, 1995, SSU had unrestricted cash of less than $0.6 million, and unused credit lines
of $5 million. Liquidity will deteriorate substantially in the fourth quarter without interim rate

relief, making the ability to independently fund a cash refund in excess of $8 million doubtful.
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13.  Considering both the principal and interest components of the refunds, the Rate
Structure and Refund Order has the effect of denying SSU the opportunity to recover more than
$8.7 million of its legitimate, prudent and approved costs as reflected in the revenue requirement
determined by the Commission, a determination that I am advised was not disturbed by the
reviewing Court. The Rate Structure and Refund Order imposes a current expense and cash
requirement on SSU that can be discharged (if at all) only by taking capital that is devoted to
serving SSU’s customers, and by further impairing SSU’s financial condition.

14. The Rate Structure and Refund Order contains no finding of imprudence,
mismanagement, or incurrence of excessive or unreasonable costs as a basis for imposing these
liabilities on SSU. SSU did nothing more than proceed in good faith pursuant to the only course
of action available to it to comply with the Commission’s decisions and implement the rates and
systemwide rate structure the Commission authorized. The Interim Order purports to raise factual
guestions concerning SSU’s projected capital additions and expenses but the Commission did not
conduct a hearing to permit SSU to present evidence which would have resolved the
Commission’s factual questions.

15.  SSU originally filed its request for interim revenue relief in June of 1995 using
a projected 1995 test year. Having reviewed the transcript from the October 6, 1995 Agenda
Conference and the Interim Order, I understand that the Commission expressed some reluctance
in using the 1995 projected test year for interim revenue purposes. I wish to emphasize that we
arc now at the point when actual results are in for 10 of the 12 months of 1995. The affidavits
of Messrs. Bencini and Westrick confirm the accuracy and reasonableness of our originally filed

projections for 1995. Due to the passage of time and denial of SSU’s original request for interim
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revenue relief, 1995 is now predominately a historic year for ratemaking purposes. SSU has
experienced actual losses through the first ten months of 1995, again, before the impacts of the
refunds contemplated in the Rate Structure and Refund Order. For these reasons, I believe it
urgent and reasonable that the Commission grant SSU interim revenue relief in an expeditious
manner based on the use of the 1995 projected test year data./” -
-
A M
SCOTT VIERIMA

Vice President and Chief Financial Officer
Southern States Utilities, Inc.

Sworn to and subscribed this |( ;“ Vday of November, 1995, by Scott Vierima, who
is personally known to me.

OFFICIAL NOTARY SEAL |
DONNA L HENRY Donna L. Henry

NOTARY PUBLIC STATEC%F;]F;;?;“DA Notary Public, State of Florida at
NO. -
Mfgﬁﬁg&i EXP. JULY 6,19% Commission No.: CC212595
‘ My commission expires: 7-6-96

8¢
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204 Gaileria Parkway N'W
O Suite 1500
=" — )

Alanta, Georgla 30338
Rural drsecica’s Cooperative Rk Phane: {770} 818-2200

Fax: (770 818-3202

November 3, 1995

Mz, Scolt Vieriimg, Vice President
Southern States Utilities

1000 Cotor Floce

Apapka, Florida 32703

Dcar Scott;

This letter is intended to documear our condauing conversations regarding the FPSC's recent
decisions to order 38 million in refunds from your last cate case, Lo teverse the uniform rate
stracture, and to deny interitn relief on your cuoent application, In view of thesc events,
believe that withdmwing cur pending linc proposal is appropriate at this time until the related
wiitten orders from the FPSC and SSUs legal rumedies can be further evaluated or at least some
iterns resolved, Clentdly these evenis am matorial from a credit perspective und if the orders are
not reversed, will cause cash, capital and eamings plan changes for the remainder of 1995 and
for 1996. An obvious concern is the source of funding for a Jumnp sum cash refund, if that
requirement emerges, and the pricing rolative 1o that risk and associated reduced levels of cash
flow gencrated from normal operations.

While I agree thal your positions on appeal appear persuasive, 1 am hopa(ul that the issues can
be resolved quickly to the matual benafit of your customers and capital providers alike, Please
keep us closely informed of further developments as they wnfoid.

On other matters, I win revicwing the mortgage issues you raised relative to a possible refunding
of your existing tax-cxcmpt debt and the assumption of the Orange Oscoola Utilitics taxable
debt. 10 you have any questions or comments, please do not hesitate to cxll me.

Sincerely,

chn P. Cole
Ausistant Vice Presidant
Rural Utility Banking Group

ATTACHMENT A
ATLss/UWSastaresC/lr-1103.doc
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SunBank, N.A.
P.O. Box 3833
Orlando, Florida 32802-3333

November 2, 1995

Mr. Scott Veriema

Vice President, Finance and CFO
Southern States Utilities, Inc.
1000 Color Place

Apopka, FL 32703

Dear Scott:

I wanted to take an opportunity to respond to some of the issues raised in your letter of September
21, 1995.

As you can imagine, we see the recent vote of the Florida Public Service Commission (the

“FPSC™) to order refunds to certain SSU customers as a cause for significant concern, particularly

when combined without the offsetting right to collect “backbills” for those other customers who

initially benefited from the uniform rate design in question. The probable negative impact of this
> decision on revenues and cash flow is a major credit issue from our standpoint.

As you may recall, the final approval of SSU's 1993 rate case was an important consideration in
SunTrust Bask of Central Florida's (“SunTrust” - you may recall that we recently changed our
name from Sun Bank, N.A.) decision to approve various credit exposures for Southern States. Our
further assumption of revenue levels driven by the rate structure in the last case was also
important in the methodology we used to price our various credit exposures to SSU.

Finally, we are also very concerned about the likelihood of SSU's violation of the year end 1.25x
coverage test. Although we understand the reasons for the likely shortfall, we do view it as a
serious event.

Scott, as you know, SunTrust does value its relationship with Southern States Utilities. We look
forward to on-going dialogue with you concerning these issues in the next several weeks and
months.

Sincerel

f/}y’ /
6
Christophe

v
r J. Aguilar
First Vice President
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Southern States Utilities + 1000 Color Place * Apopka, FL32703 « 407/880-0058

September 21, 19§5

Christopher J. Aguilar

SunBank, N.A.

200 S. Orange Avenue

Orlando, Florida 32801

RE:  Recent Florida Public Service Commission (FPSC, the “Commission™)
Action on Florida First District Court of Appeal (FDCA, the “Court™)
Remand Order of Docket No. 920199-WS.

To conﬁrm our telephone conversation of September 13, 1995; the.FPSC voted 5-0 at its regularly
scheduled agenda conference of September 12, 1995 to order refunds (within 90 days of written
order) to SSU’s customers whose rates were thher under the uniform design approved by the
Commission in September of 1993, than those rates would have been under a modified separate
facility design. This vote was in response to a FDCA ruling in April of 1995 that found the
Commission erred in its implementation of uniform rates prior to a finding that SSU functions as
one state-wide “system”.

Although the exact amount of the potential refund won’t be known until September 26, 1995, SSU
estimates the amount to be $8 million. SSU intends to request reconsideration; and if that fails, to
initiate court appeals on various grounds including the facts that; SSU implemented a Commission
approved rate design, that refunds without backbills are contrary to the accepted revenue neutrality
of rate design disputes, and that such an action constitutes retroactive ratemaking. It should also
be noted that the Commission’s action was in opposition to the primary recommendation of their
own legal staff, and that in June the Commission confirmed, in separate formal proceedings, that
S8U does function as one system.

I do not expect this issue to be resolved in 1993, but will keep you advised of further developments
and forward a copy of the written order when received in early October.

On another note, as we had discussed at our Letter of Credit closing, we do not expect to meet the
year-end coverage test of 1.25:1.00 in our Revolver and LOC Agreements. Continued heavy
rainfall has suppressed irrigation related demand compared to plan. Per your request, we
continued to covenant that ratio in our Master LOC Amendment, and will formally request a
temporary waiver as we approach the December 31, 1995 test date.

Scott W. Vierima
Vice President Finance and CFO

SWV/alt
f\swi\fpsc_su.doc

WATER FORFLORIDA'S  FUTURE
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SAFECO

SAFECD |NSURANCE CCMPAN|ES OF AMERICA PHONE (770) 878-3378
REGiONAL SURETY FAX (770) B73-3349
1681 JULIETT ROAD

ITONE MOUNTAIN, Ga 30082

November 1, 1885

Mr., Scott Vierims
Chief Finsnclial Qfficar
Sauthern States Utilitlies
1020 Color Place

Apopka, Fleorida 32703

RE: Dockast #920199-WS

Dear Mr, Yiarims,

It is my undsrstanding that the Public Sservice Commission
is reqesting an increase for bond ¥57237985 from $3,000,000
to approximataly S8,000,000. Please be advised that any
requested Increasa in the current bond will regquire the
indemnity of your parent company, Topeka Group, Inc,
Additicnaily, a premium increase is not an acceptabls sub-
stitute for parent company indemnification at this time.

| f you have any questlons, plesass call.

Sinceraly,

X

Orew Meadows on behs David Patton
Safeco Surety

cc: Mark W. Edwards
McGriff, Seibsls & Williams

SAFECO INSURANCE COMPANY OF AMERICA

SAFECO LIFE INSLRANCE COMPANY
/\ GENERAL [NBURANCE COMPANY CF AMERICA
S FIRST NATIONAL INSURANCE COMPANY OF AMERICA

TAPECQ NATIONAL INJURANCE COMPANY
SAFECO NATIONAL LIFE INSURANCE COMPANY
VL-3/EP 9/00 SAFECO INSURANCE COMPANY QF ILLINGIS

ATTACHMENT B
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APPENDIX

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In Re: Application by Southern
States Utilities, Inc. for rate
increase and increase in service
availability charges for Osceola
Utilities, Inc., in Osceola
County, and in Bradford, Brevard,
Charlotte, Citrus, Clay, Collier,
Duval, Hernandc, Highlands,
Hillsborough, Lake, Lee, Marion,
Martin, Nassau, Orange, Osceocla,
Pasco, Polk, Putnam, Semincle,
St. Johns, 8t. Lucie, Volusia,
and Washington Counties.

Docket No. 950495-WS

Filed: November 13, 19985

L L S N A e

State of Florida )
County of Orange )

AFFIDAVIT OF MORRIS A. BENCINI

MORRIS A. BENCINI, Controller of Southern States Utilities,
Inc. ("SSU"}, having been duly sworn under ocath, submits this
affidavit in support of 3sSU’s requested relief regarding interim
rates in the above-referenced proceeding and states as follows under
penalties of perjury:

1. In my position as Controller of 8SU, I have primary
oversight responsibility over SSU’s administrative and general,
customer service and direct expense budgets.

2, I submit this affidavit in support of the Supplemental
Petition of Southern States Utilities, Inc. for Interim Revenue

Relief.
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3. As of October 31, 1995, 8SU’s actual year to date
administrative and general expenses of $7,441,000 are three percent
{(or $220,000) over the projections contained in the Company’s
minimum filing requirements ("MFRs") for the same period.

41, As of October 31, 1995, SSU’'s actual year to date customer
service expenses of $2,257,000 are eight percent (or $202,000) under
the projections contained in the Company’s MFRs for the same period.

5. As of October 31, 1895, SSU’'s actual year to date direct
expenses of $16,124,000 are five percent (or $888,000) under the
projections contained in the Company’s MFRs for the same period.
Note that $650,000, or 73%, of the variance in direct expenses
through October 31, 1995 is attributable to fluctuations in variable
costs resulting from actual consumption being lower than budgeted
levels. These costs include purchased water and sewer, purchased
power, sludge removal and chemical expenses.

6. The combined variance for administrative and general,
customer service and direct expenses as of October 31, 1995 from
1995 projected expenses set forth for the same period in SSU’s MFRs
is only three percent below projections. This year to date variance
equates to only $870,000 on total budgeted O&M in the MFRs of

$25,822,000 through October 31, 1995. Exclusive of the $650,000
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variable costg discussed above, SSU’s actual expenses through
October 31, 1995 are only $220,000 (or less than 1%) below the

projected expenses in the MFRs for the same period.

MORRIS Al. BENCINI

Sworn to and subscribed before me this |( 2““ day of November,
1995 by Morris A. Bencini, who is personally known to me and did

take an oath.
@ﬁwxa = Dﬁ LA

[OFFICIAL NOTARY SEAL Donna L. Henry
© L HENRY i ,
DONI;]:?STATE OF FLORIDA Notary Public, State of Florida at|lLarge
Nmégdlﬁjlg‘[s‘lON NO, CC212595 Commission No.: CC212595 .

MY COMMISSION EXP. JULY 6,199 ] My Commission Expires: 7-6-36
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APPENDIX ©

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In Re: Application by Southern
States Utilities, Inc. for rate
increase and increase in service
availability charges for Osceola
Utilities, Inc., in Osceola
County, and in Bradford, Brevard,
Charlotte, Citrus, Clay, Collier,
Duval, Hernando, Highlands,
Hillsborough, Lake, Lee, Marion,
Martin, Nassau, Orange, Osceola,
Pasco, Polk, Putnam, Seminole,
St. Johns, St. Lucie, Volusia,
and Washington Counties.

Docket No. 950495-wWs
Filed: November 13, 1895

B I i A

State of Florida }
County of Orange )

AFFIDAVIT OF J. DENNIS WESTRICK

J. DENNIS WESTRICK, Senior Engineer for Southern States
Utilities, Inc. ("SSU"), having been duly sworn under oath, submits
this affidavit in support of 8SU’s requested relief regarding
interim rates in the above-referenced proceeding and states as
follows under penalties of perjury:

1. In my position as Senior Engineer and a witness in this
proceeding, I have oversight responsibility for a majority of SSU’s
capital budget.

2. I submit this affidavit in support of the Supplemental
Petition of Southern States Utilities, Inc. For Interim Revenue
Relief.

3. Attached as Attachment A to this Affidavit is a schedule

confirming that as of October 31, 1995, SSU has placed $3.7 million

3539



of water and wastewater plant into service above the projections of
$13,507,554 which were included in the minimum filing requirements
("MFRs") .

4. Based on our current analysis of current projects and
plant being placed into service, I believe that SSU will continue to
exceed the total plant in service additions projected in the MFRs

for the remainder of 1995.

Pl Lt

DENNIS WESTRICK

Sworn to and subscribed before me this 10th day of November,
1995 by J. Dennis Westrick, who is personally known to me and did

take an oath.
E)’JW\(«_ “’%\ ’BR\&J\/\

[ R Donna L. Henry
A .
NOTARY PUBLIC STATE OF FLORIDA| Notary Public, State of Florida at Large
COMMISSION NO. CC212595 Commis S.'..Lon . No.: CC2 12595
MY COMMISSION EXP. JULY 6,199 My Commission Expires: 7-6-96
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Affidavit of J. Dennis Westrick

ATTACHMENT A

IvGe

Southern States Utilities, Inc.
FPSC Regulated Plant In-Service Summary
For the period ending October 31,1995

Total Company:

RN e oo B

| Budget (MFR) [n-Service

Vananﬂhéé' h iﬁ'ercentage

13,507,554 17,162,278 3,654,724 127 %



