
STATE OF FLORIDA 
OFFICE OF THE PUBLIC COUNSEL 

c/o The Florids Legislature 
111 West Madison Street 

Room 812 
Tallahaesee, Florida 32399-1400 

904-488-9330 JACKSHREVE 
PUBLIC COUNSEL 

March 25, 

: 

1996 

Ms. Blanca Bay0 
Clerk, Florida Public Service Commission 
Florida Public Service Commission 
2540 Shumard Oak Blvd. 
Tallahassee, FL 32399 

Re: Docket 950495-WS 

Dear Ms. Bayo: 

Enclosed is the original second supplemental testimony of 
Kimberly H. Dismukes. Along with this we are filing an original 
and 15 copies of Citizen's Motion to Allow Filing of Supplemental 
Testimony motion. 

Southern States Utilities, Inc., claims that the documents 
addressed in this testimony are confidential and has filed a motion 
for a temporary protective order. Even though we believe that none 
of this testimony actually contains confidential information, it 
must be treated as confidential pending final resolution of this 
matter. 

I am providing a copy of this letter and motion to all parties 
of record, but I am not forwarding a copy of the supplemental 
testimony until the Commission rules on Southern States' claim of 
confidentiality. 

Thank you. Please let me know if you have any questions. 

Sincerely, 

Charles J. Bdck 
Deputy Public Counsel 

CJB: bsr 

Enclosure 
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PUBLIC COUNSEL 

STATE OF FLORIDA 
OFFICE OF THE PUBLIC COUNSEL 

c/o The Florida Legislature 
111 West Madison Street 

Room 812 
Tallahassee, Florida 32399-1400 

904-488-9330 

April 19, 1996 

Blanca S. Bayo, Director 
Division of Records and Reporting 
Florida Public Service Commission 
2 5 4 0  Shumard Oak Blvd. 
Tallahassee, FL 32399-0850 

Re: Case NO. 950495-WS 

Dear Ms. Bayo: 

Enclosed for filing in the above-referenced docket are 15 
copies of the Second Supplemental Direct Testimony of Kimberly H. 
Dismukes on Behalf of the Citizens of the State of Florida. An 
original confidential copy was filed on March 25, 1996. Southern 
States Utilities has since waived any claim to confidentiality 
respecting these materials. 

Please indicate the time and date of receipt on the enclosed 
duplicate of this letter and return it to our office. 

Sincerely, 

Charles J. heck 
Deputy Public Counsel 

CJN: bsr 

Enclosures 

cc: All parties of record 
(with enclosure) 
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SECOND SUPPLEMENTAL TESTIMONY 
OF 

KIMBERLY H. DISMUKES 

On Behalf of the 
Florida Office of the Public Counsel 

Before the 
FLORIDA PUBLIC SERVICE COMMISSION 

Docket No. 950495-WS 

What is your name and address? 

Kimberly H. Dismukes, 5688 Forsythia Avenue, Baton Rouge, Louisiana 70808. 

Are you the same Kimberly H. Dismukes that prefiled direct testimony in this 

proceeding? 

Yes. 

Do you have an exhibit in support of your testimony? 

Yes. Exhibit-(KHD-3) contains 3 Schedules that supports my testimony. 

What is the purpose of your supplemental testimony? 

The purpose of my supplemental testimony is to address the income tax returns of 

Southern States and its parent companies which were recently provided to the Office 

of the Public Counsel. 

What subject regarding the income tax returns would you like to discuss? 

I would like to address the acquisition of Lehigh Acquisition Corporation (LAC) by 

Topeka Group, Inc. (TGI). In July 1991 TGI acquired a two-thirds ownership 
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interest in Lehigh Acquisition Corporation for $6.0 million. Lehigh Acquisition 

Corporation subsequently acquired for $34.0 million the stock of Lehigh Corporation 

and several other subsidiaries involved in real estate from the Resolution Trust 

Corporation. Lehigh Utilities, Inc. (Lehigh Utilities, Inc. was subsequently merged 

into SSU and is now a system of SSU) was part of this purchase. The total purchase 

price of the assets was $40.0 million, the net book value of the assets was 599.0 

million--representing a discount of $59.0 million or approximately 60%. At the time 

of the purchase, Lehigh Acquisition Corporation apparently decided that the entire 

discount associated with the acquisition should be attributed to  the non-redated 

operations of Lehigh Acquisition Corporation and not Lehigh Utilities, Inc. (LvI). 

The reason for this allocation is unclear. However, TGI hired Raymond James & 

Associates. Inc. to check the reasonableness of the allocation. 

The Raymond James report, which I have attached as Schedule 1 to my Exhibit, 

essentially endorsed the allocation proposed by LAC. Raymond James endorsed the 

allocation because 1) it essentially agreed with MPL that MPL would have paid book 

value for the assets of Lehigh Utilities, Inc. and 2) there were numerous uncertainties 

and contingencies associated with the non-utility assets of LAC. 

Apparently, with the endorsement of Raymond James, SSULUI argued in LUTs last 

rate case that all of the discount associated with the purchase of the Lehigh group 

should be allocated entirely to the non-regulated operations of the Lehigh g o u p .  
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From a regulatory perspective, this would prove advantageous for T G L W L  

because there would be less risk that the Commission would include a negative 

acquisition adjustment in the rate base of Lehigh Utilities, Inc. Furthermore. as it 

turns out, it provides a significant benefit to  TGI and its stockholders. 

As I have stated elsewhere in my prior testimony, in the last Lehigh rate case, Docket 

No. 91 1188-WS, the Commission did not endorse the arguments of the Citizens 

concerning the attribution of a 60% discount to the operations of LUI. The 

Commission apparently believed the arguments made by SSULUI that the discount 

was entirely attributable to the non-utility operations. The reasons for rejecting the 

Citizens' arguments and adoption of the SSULUI's arguments were summarized by 

Commissioner Clark at the January 19, 1993 Special Agenda conference concerning 

the Lehigh rate case' 

COMMISSIONER CLARK: Ijust want to have clear 

in my mind an added reason for not making any 

acquisition adjustment. It seems to me, first of all, that 

we don't make acquisition adjustments, either up or 

down, absent extraordinary circumstances. And what 

would add to the argument that you not make [an] 

adjustment in this case is that it appears that where 
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the devaluation reallv took dace was not in the utility 

assets. but in the DroDertv held for develomnent. That 

the market had -- in effect. the bottom had eone out of 

the market. and anv devaluation that took dace  we 

could reasonablv conclude was not reallv related to the 

utility, but more related to land development value. 

And. therefore. one could areue that there is no -- they 

didn't Dav less than book value for the utilitv assets 

[Transcript of January 19, 1993 Special Agenda 

Conference in Docket No. 91 118-WS, p. 19, emphasis 

supplied.] 

Did the argments made by LWSSU in fact materialize, Le., that the fair value of the 

non-utility assets was substantially below the book value of the non-utility assets? 

No. SSU/LbT's arguments that the value of the non-utility assets was sigmficantly 

less than book or fair value is in stark contrast to how the acquisition was recorded 

on the books of TGI. Subsequent to the Raymond James report, and LWSSU's 

conrention that the fair market value of LUI approximated book value and that the 

fair market value of the non-utility operations of LAC approximated $39.0 million 

less than book value, it was determined that the fair market value of LAC was 

actually substantially greater than argued to the Commission in Docket No. 921 118- 

WS In fact, instead of a fair market value of $34.0 million, the actual fair market 

value of the non-utility assets was $96.0 million. 
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Where did you obtain this information? 

As part of the workpapers to the 1992 income tax returns of TGI, the Company 

provided the financial statements and accompanying notes to  the financial statements 

of TGI. (I have included this page of the financial statements as Schedule 2 to my 

Exhibit.) One on the notes to TGI's financial statements has particular relevance to 

the value of the LAC. Specifically, note 5 to the financial statements discusses the 

acquisition of Lehigh Acquisition Corporation in 1991 by TGI. 

The fair value of the net assets acquired by Lehigh 

Acquisition Corporation exceeded the purchase price 

by approximately $62 million. The excess of fair value 

over purchase price (the bargain purchase amount) has 

been allocated to acquired receivables, land, land 

improvements and residential construction, and 

property and equipment expected to  be realized after 

June 30, 1992 on a pro rata basis based upon the 

estimated fair value ofthese assets. Recognition of the 

bargain purchase amount as income began on July 1, 

1992, as principal payments on acquired receivables 

are received and cash funds are received for the sale of 

assets. During 1992 $7.0 million of this bargain 

purchase differential was recognized as income. 

In other words, the fair market value of the non-utility assets was determined to be 
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substantially more than the purchase price. This differential allows T G W L  to 

recognize as income approximately 57.0 per year over the period that the bargain 

purchase amount is amortized. 

What significance does this have to the instance proceeding? 

At least in part, the support for the Commission's decision in Docket No. 91 1188-WS, 

was either not factually accurate, or changed dramatically at about the time the 

decision was made in that docket. Consequently, it would be more than appropriate 

for the Commission to reevaluate the issue of a negative acquisition adjustment for 

the Lehigh system of SSU. In my opinion, the facts today, do not support an 

allocation of the entire discount of the purchase price to the book value to the non- 

utility operations of LAC. 

Do you have any other support for your contention that part of the discount should 

be attributed to  Lehigh? 

Yes. In a recent acquisition, specifically, Lakeside Golf, Inc., the Company prepared 

a draft due diligence study that compared the purchase price of Lakeside GoK Inc. 

to Lehigh Utilities, Inc. I have attached as Schedule 3 to my exhibit a portion of this 

draft study. This comparison stated:"As shown by the following measures, terms of 

the proposed purchase compare favorably to that ofLehigh Utilities." The comparison 

showed that the purchase price of Lakeside Go& Inc. was .41 times book value while 

the purchase price ofLehigh Utilities, Inc. was .45 times book value. In other words, 

for purposes ofthis comparison, the Company showed that Lehigh was purchased at 

45% ofbook value, not the 100% alleged inDocket No. 91 1188-WS. The difference 
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closely approximates the 60% discount that the Citizens argued should be attributed 

to Lehigh in Docket No. 91 1188-WS. 

What are your conclusions? 

The facts and arguments made by LWSSU in Docket No. 91 11 88-WS turned out to 

be incorrect. In my opinion, the substantial extraordinary difference between what 

was alleged in Docket No. 91 11 88-WS and what actually happened, clearly warrant 

that the Commission include a negative acquisition adjustment in the rate base of 

the Lehigh system of SSU. The amount of the negative acquisition adjustment is 

depicted on Schedule 17 of the Citizens witnesses Larkin and DeRonne. 

Does this complete your supplemental testimony prefiled on March 25, 1996? 

Yes, it does. 
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REQUESTED 5,’: 
SET NO.. 
INTERRCSAT3RY NO. 
ISSUE DATE: 
PREPARE3 61’: 

LEHIGH UTILITIES, INC. 
RESPONSE TO INTERROGATORIES 

DOCKET NO. 91 1188-WS 

OPC 
1 
1 1  
Jun 02. 1992 
Forrest Ludsen 

INTERRCGA73RY: 1 1  

Provide m y  E i i l d Y  or appraisal prepared by or on behalf of Topeka which addressed the 
advantage: TO Topeka of the Lehigh purchase. 

RESPONSE: .:. 

Topekc ?ire= Raymond James & Associates. Inc. to review the purchase of ishigh 
Corpor.z:ior m d  relaied companies, including Lehigh Utilities, Inc. A copy of Raymond 
James’ spirzn and cnaiysis summary is attached as Appendix 11-A. 



l j r j e  I o f  i ;  

August 8. 1991 

Board of Direcan 
Topeka Group Incorporated 
j0 W a r  Superior Street 
Duluth. Miiesora 55802 

Gentlmen: 

You have requested Raymond James & Associates, Inc., ( 'Rapond James') tn review the 
purchase of M i @  Corporation, L&igh Corporarion subsidiaries, and related companies M i g h  
Group') by Lehigh Acquisition Corporarion ('Acquisition') and Seminole Utility Co. ('Smimle"). 
Under the terms of the purchase conrracr dared July 3, 1991, for the L&i& Group, A+,uisirion 
purchased all companies of the LA@ Grouo except Lehigb Utilities, Inc., which was purchased by 
Seminole. Acquisiuon nas proposed to allocak S X  million of me gJ0 million combined purchase price 
to the zon-utiiiy compani~  of the L2high Group and 56 million to Lchigh Utilities, hc. You have 
requested Raymond James to provide you with our opinion a tn the reasonableness of the above purchase 
price allocarion. 

In providing our opinion as to the reasonableness of the purchase price allocados we peformed 
the following: 

1) 

2) 

Visited LAigh Group's significant real esfare holdings; 

Reviewed relevant bancial smemenrz, internal analyses, and related documentarion 
provided by the L&igh Group concsning their businesses; 

Reviewed appraisals, inrernal analyses, and relared informarion utilized by Topeka 
Group Incorporated ('Topeka'), in due diligence feam and Acquisition in preparing 
the purchase price allomion; 

Reviewed comparable sales of real estafe and compared companies of me Le!@ 
Group to repsentarive public and/or private company v a l d o n s ;  

Interviewed Lehigh Group and Acquisition managemem and Topeb's lcquismon 
team; 

5) 

4) 

5) 

6) Reviewed the Kenneth Leventhal and Company valuation repon on the Lehigh Group to 
the Resolution Trust Company dated October 10, 1990; and, 

Utilized Raymond James' extensive experience in the Florida real estate m a r k a  7)  

In connecrion with our review. we have assumed the accuracy and completeness of the financial 
and othc informadon furnished to u by Topeka, Acquisition and Lehigh Group management and have 
not independently verified such informarion. 



Board of DU-K 
August 8. 1991 
Page 2 

Cur opinion on the rwonablenness of the purchase price allocation is based upon circ3mnaaces 

Subjec TD the forcgoing md based upon our experience as investment bankers, our work descibed 
above, and other facton we d e a d  relcvaq it is our opinion ttw che purchase price allocation of $6 
million to L.ehigh Utilities, Inc., and S 4  million to the non-uriliry companies of che Lehigh Gmup is 
reasonable. 

existing as of che closing dare of h e  purchase. 
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INTEROFFICE CORRESPONDENCE 

?age 3 of 1 ;  

To: Lehich Acquisition File D A E  August 19,1591 

FROM Oarlie L M g  gL Gam Downing 

SLBJEff: LehigbnLT P u r c h e  Price Allocation 

I n d u & n  

Sc-inole UtNtia Company ('Seminole Utilities"), a subsidiary of Minnesota Power, and Irhigh 
h,-.Jkition Corporation (Wc), a joint venture berwccn Topeka Group, Inc. (T'opcka'). also a 
sukidiary of Minnesota Power, Frank Ford and Richard McMahon. are pmoposing to buy 1 W 6  of 
the Stock Of L 5 g h  &?oration and subsidiaries (collective!y %high')., including Irhigh Utilities. 
InC (YLT). and crtain other subsidiaries of Land R e s o u m  Corporation for Sa million. Tne 
puxhW p n e  WI consist of a Qsh d m  payment oE Si5  million, a note guaranteed by Top& of 
f5  aillion and a 520 million contingent note payable solely bom collenions on land and timeshare 
r c h h i a .  

The ament audited ne: book value of the to be acquired companies is app-ately 599 rmiIion 
ACdkg&, the accounring purchase pr i a  allmation dl involve wiung down certain ascs and 
r ~ r d i n p  ncptbe p d w i i l  The purchase conuan calls for LAC to buy all non-utility subsidiaries 
ani koinole UtEities '9 b y  100% of LUL The a n t r a n  s p m f i e s  a purchase price allocation of 56 
miilion for LLT (approximate book value at March 31, 1931. is f6J million) and the f 3  million 
bairn= Lo Lh igh  Corporadon and subs (approximate b o k  d u e  a!: March 31, 1991, is fF3 
d o n ) .  

Give3 the large d b u n t  to net b o k  value for the Lchigh p u ~ h a  and the near book d u e  
p m h a  p n c  for L a  Raymond Jama har beto asked to render an opinion on the rtasonablenas 
of the purchase p n c  allcation tccrwetn Lchigh and LUL 

Our anai)lk will f a  on tw major issues: 1) Is it rearonable to allocate the majoriq of the 
p m j a  price dixount to the non-utility business- and assets; and 2) What is the fair market value 
of LUI if it %:e to be sold to an urdaccd  buyer. Ln order to determine LUTs fair markcr d u e ,  
we rwiewed recent comparable utility purchases, relevant comparable valuations of other publicb' 
tradd compania, and other ttaditional utility company valuation benchmark A detailed mkw of 
LuTs hisrorical opcmting raultr, cm-eat stam, commitment% and conringencia was pcrfomed and 
the results csnside:ed in detemining our estimate of LuI's fair market d u e  

In rm'nv'ng the reawnablcncss of the discount allocated to the non-utility assets we rcviwed 
com~n:n ts  of the non-utility assets, raiewed the propoxd L4c business plan, visited all sip'ficant 
real estate holdings, discwed the plan with LAC management and &mated the plan's impact on 
non-utility asses, analyzed the value of the key b u s i n w  and opcrational risk at LACS burin- 

i. 
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and axenainc:! whether t h a e  risks and unccnainties wamnt the wri:edoaaidlcounn applied to 
them in the purchase pricc alloution 

Anmtioa to tbc Non-Utilim Asen 

.After allcuting approximate!y currezt net b o o k  value to LUL the remaining 534 million in purchase 
prim nust be docated to assers wirh a ne: took Miue of S Y U  million A summary of these aryu 
b l istd in Exhibir 1. The proposed G M  actounring allocation raulu in nrbstantial write dawns 
to the 6xed asses. receivables. and land inventory. LACS analysis of fair marker value d w  not 
suppon thcx  writedowns. In the proposed busin- plan almost all asses are projatcd to k sold 
ar ,mater than their currenr net book values. However, t h a e  projections arc c!ouded with many - maior unctnaintia. Addirionally. there are several pending lawsuits relating to land sales activida 
which could adversely impact the land and rerzivable values and possibly result in a major senlement 
payment 

LACS business pian contemplates the closing down of the land sales  and timeshare sales operatioi ; 
and the p d u a l  liquidation of relare:! busin- and assen The plan projcns the drrposal of all 
major land inventory and fixed asses holdings Over the next five yeas. The foUOaing a d -  will 
discus the major me: cateeories. their net book value, projecred wlling p n c q  and risk and 
uncer-ahnes d a t e d  with their ultimate realizable value. 

1) Cash - Net of Accounu Pavable and Other Liabiiitia 

Book value 
Fair market d u e  is qual to net book value 

March 31,1991 w2s S41 million 

2) Contiam. Moneaees. and Other Rectivabla 

Ne: book Mfuc at March 31.1991 was 5358 million 
PrO@Icd coikctions (five years - undkcounted) per business plan - S573 &on 

The purchax awunting x d  result in a substantial wtitedown of the receivable portfolio. Yet 
as shown above U C  crpms to more than realirc the net book value Valuation of the 
ra&abla is a highly subjective and uncenain aerciSe Most an- of the xuckbla  havc 
c o k t a !  of taking the conpac:ed amortization xhcdules, adjusting them for historical 
canmuation nrrs and then dismunting at Various interest rata. The present d u e ,  at a 20% 
discount ratc is approximately 535 million which is near the current net bookvaiue While this 
would appcar to be a masonably conscnativC valuation approach it d o a  not ammt for d 
of the substantial qualitative facton which arc F e d  to impact future COIIeCriOnS. 
sp%dly, tbcw nonquantitativc faaors which we believe warrant a si-cant discount to 
the rcctivab!e portfolio are: 

a) The basic credit underwriting is very weal; ?he typical receivable balance is wen in ncn 
of the fair market value of the underlying co l la ted  The average mxivable balm= is in the 
55,000 range and the fair market value of the average undwelopcd lot k in the $1,000 - n m  
range Tbere are no credit chech of any End performed on the mtomcs  prior to buying a 
lot Furthemre, historically the average Lchigh lot purchawr is a middle-tdower middle 



inmmc blue collar individuaL 
domnum. 

This wtome:  profile k more :;uweptible to economic 

b) Tne EO million contingent note. paFble soleiy fimm rctivablc mllezrions. k evidence that 
U C  ha doubts about  the dtimare realizaoilicy of the ponfoiio. 

C) n e  planned m a t i o n  of land sales opmiocs may adveseb impact collections. This a u l d  
happen froom tired land saiamen contaming rc&-.ablc c.stomcxs and convincing them to 

and buy a lot from a new company. hlternativeiy. ~ U S I O ~ C I S  may interpm the shut 
doan as impairing the long term viability of the communitv. and thus. the d u e  of their IOL 

d) Tne General Development Banlouprcy has :ereivcd considerable: negative p r e s  coverage 
and is likely to create inmexed uncerrainry in c ~ 1 0 m e s '  minds as IO the value of their lots. 
Inccsed cancellations are Wrely from this type of pres  average. 

.a) The impac, of the recssion has r m n c l y  adversely impacted &.e number of delinquent 
aCfOUnLl A continuing sus:ained recession wuid result in hi@er than e r p ~ e d  cancellations 
and in past cancellation statisria not being an acurate forcasur of future cancellation rates. 

f) If ang of the fraudulent sales pracdcs suits were to te cerrified as clan action and 
customers notified an incease in cancellatiom is likeiy as a r su l t  of customen r a c i n g  
negatively to the r e a k t i o n  that their land may 'x wonh I e s  than what they owc. 

g) Then is no viable market to SCU the r e & A l a  arithout rem- The curreat lending 
e-nment mmbined with the unceMinties surrounding the shul: d m  of the land sales 
operatiom effeectively prevent any sale of r C % a D k S  without r r c ~ u ~ y .  

3) Prowm. Plant and Eouioment 

Net book value at March ;1.1991 was 93.4 &on 
PmjeCd da pncc ( h e  years - undiwunted) per busincs pian - f6 million 
The purchase aaounting d result in the PP&E written d m  to m. 

The major components of this balance a r c  

a) The Two Lchieh Gulf Courses. Approximate Book Value f550,000 

The a- currently suffer &-om substanrial deferred main tenma and lose moncy on an 
, ,  

operating basis. The business pian pmj- selling both golf muses for a total of S2 million 
W e  tbir d c a  not a p p c x  to be an exorbitant estimate, it is not clear what levtl of capital ' , , 
i m p m m e n u  arc required and what k a reasonable estimate of stabiIi2cd net O p c r a h g  
i ncome  Thcsc will be the ultimate determinants of d u e  to profit motivated b v a  The 
cnsahon of lands sala derived tourism will mast likely reducc golf W U r Y  WgC thus 
poteatially impairing value. 

b) Companv Buildinn and Imorovements. Approximate Book Value 535 d o n  



This balance consisrr of various sala and administrative buiidinp !he auditorium, 121-mm 
mote? mcdcl cafe:. and building supply smrc The liquidation mode that Lchigh is now 
cntcnng dl clearly impair the value of the various sales and administrative facilities. The 
motel's b i g p t  ux: is the Lehigh land sales operation The loss of this business combined with 
some d e k d  maintrnancc and the current operating loss pasition. do not appear to jutify 
WCs S; million sala pricc projection This p r o j e o n  is based upon increased p u p  plf 
usage replaeag the Im of land sales prospers. Lchigh has limited appeal as a group plf 
destination and any increase in business is not likely to bc s i p 6 c a n t  ?be auditorium is rarely 
used. iosa money, and has essentially no Miuc In our opinios it k Iikely these asses d be 
sold at signhicant diwunt  to current b m k  value. 

C) Cornuanv Eauiumcnt and Fmra. Approximate Book Value S i z  million 

This wnsistr of road building equipment vehic!a, compute= hrrirurr plf course equipmeat 
etc. If the business to which this equipment be!ongs is cloxd down, the related quipment  may 
only have s a p  value. While the majoriry of this equipment has value in a liquidation, it may 
be sigdcantly less than book value. 

d) Land and Land Trnoroveaena. Approximate Book Value 5800,ooO 

Tim represents the land component of the various company buiidings. Many of these buildings 
arc well located with the current business district. Book value appears to bc reasonable 
estimate of fair value 

4)  Land Inventom 

Ne: book value at M m h  51. 1991 was S G  d o n  
P r o j e r .  sales price - undiscounted - 579.1 d o n  

Whiie the land i w e ~ ~ r y  will be substantially reduced for purchase accounting purposs  the 
above se:ms to indicae the fair markc: ~ i u e  is greater than the book value Howcver, there 
are major uncertainna and rirb associated with realizing the projected sales p n c a  in the 
business plan These risks and uncertainties include: 

a) % b g  cuss arc Eely to be substantial LAC pmj- selling msts in the 10 -20% Of da 
price range. Acrual selling cas could be higher if sales voluma arc inadequate h m  
sales methods. The above sales prices should be r e d u d  by dirnt r t h g  costs. 

b) Many of the poteahal strategic buyen (GDC, Deltona, PGI, etc) are either in banhp tcg  
or in 5 m c a n t  hancial dEculty. l l e y  are highly &ely to be able to buy any of the 
P'DFrrY. 

c) since Lhigh has always controlled most of the land in town, there are very fcw c o m p d l e  
S a l e s .  once it is known that all of the Lebigh inventory k for rile, it k likely that p a t  
comparable sales (on which some of the projected sales values are bawd) may not be d y  
indicative of d u e .  The past comparable sales were completed when there was a r a t r i d o n  
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on the supply of Lciigh cornrncrcid inventory. There r e d y  k no comparable s a l s  data for 
the mapitudc of the land to be disposed 

d) The national and regional red estate recssion has substantially reduced the number of 
potential buyers. Tee banking and saving & loan crisis has redu1:d the financing so- 
avafiabic These fac:ors cast s i g m h n t  uncenainry as to the rcalkbiiiry of the projecred sales 
procce&. 

e) Toe business plan rcmpizes  the mrrent real estate credit m u c h  and projects providing 
bancing to land puxhases.  It is possible the availability of urn dl attraci land specdams 
as Opposed to end users. The collmiiliiry of these purchase moo? mortgages could become 
questionable if the Lchigh area does not dcvciop and p w  as projected. 

4 There are only b r e d  uses for even the more desirable commercial propcrry. For -pie. 
there are appro;dmau!y 50 commercially-zoned acrcs along Let Roulevard. the main road 
berv/e:n Lhigh and Ft Myers. The business plan. recognizlnp the desirable location of this 
land projess sellins prices of 550,ooO - 51OO.ooO per acre. However, an andFk of this land 
;weak that almost all of these IOU arc oniy 200 feet deep and havc dedicated roads behind 
t h e n  TIC). are cumntiy suitable on& for n a m w  small suip cente: uses. fast food ioc3tions. 
gas stations. e t c  There are already many such uses  on this road. This land is not suitable for 
large retail centers or related commercial development which require much dctpcr a c r u g c  
it may be diEcult to acbieve the projencd selling prices for all of this property and it is 
possible the absorption period could be substantially longer than projected 

g) ?he busin- plan mnternpiates a sale of the Lthigh Building Company and implementation 
of sala of dcvelopd loo to a amup of selected local and national builders. This is a big 
change from bow the more valuable dcveiopcd lots have histollrally been sold There is 
u n ~ n a i n t y  as to wherher this new sales method will be succ.x.51I in Lehigh If this ncw 
program k not succenful projmed sales values will be advemh, impacned 

h) Much of the Lthigh land inventory is not developable in the near future Many of the 
cornemal  and single family panxis arc located in remote areas : m e d  miles from current 
development It is likely that thesc properrim will only be sold at a subsrantid discount to 
businas plan value. 

9 'Ihcre are uncenainties as to whether all of the Lehigh land iweotory is 'vested" under Lct 
County Comprehensive Land Use Plan for concurrency p-. If it is not v a t 4  
areas may not be developable and other developable areas could have higher development 
cos& This m u l d  ahrcrseh, impan the value of the affected land :inventory. 

j) 'Ihe Laidlaw environmental report identified several environmental problem which wilI D a d  
to be correct& Their estimate of the cost to clean up was approximately 5 2 2  million. me 
actual clean up could c a t  substantially morc 

5, Deferred SeIline h e m 6  and Other Assets 

Net book value at March 31,1991 as S j . 1  million 



Estimated far market value is SO 

The majorirg of this category is deferred =!ling expenses relating to :;ala which have not bee3 
mrdcr!  for awunring purposes due to lcss than 20% d m  payments. The value of the 
dared r c L c o l a  has already bee3 mmidered in the Receivable section h r d i n g j y ,  the fair 
market value cf the selling ape-  is conridered ne$gble. The bNalance of this line item is 
prizariiy defezed debt casu which have no fair market value. 

6) ammitnents and Contineencics 

As the folloaing discussion indicates there are numerous contingent liabilitia arrociated with 
the purchase of Lei%&. Tne RTC is providing a limited indemnification fund by pur r iq  ail 

proceeds into an esmw a m u r  which d then be used to pay any pre-WC acquisition 
lidpadon liabiiiues. However. a review of pending litigation suggests there could sa be 
d%antial liabiiides incurred by WC All of the sign5cant pending litigation pertains to the 
non-utiiity bu innses .  primanly land and timeshare sal-. A review of the major mntiqeat 
liaoiiitia is as follows: 

a) Possioie Llabilin, and Future Snxxurc Related to Paraenuh C Litieatioa Pangraph C 
6 a sc ion  of the Agreement for De& entered into for u c h  lot sale 7 h c  sazion dcsciDa 
the  pa^ Mods and remination pmvisions of the conuac- It s t ~ t e s  that ‘In the event of 
&hk Seller will rehnd the amount if any. paid in by Buyer (exclusive of interest) that 
a c d s  15% of the purchase pricc (arlusive of interest) or the amount of a d  damages 
i n w e d  by the Seller, whicheve: is pea=:.’ 

Currcnrfy. Lhigh  is involved in litigation @otentiaUy class action) regarding their method of 
dcdadng -1 damages. If the cow. de:ermina that Lehigh’s actual damages are limitd 
to mmnissions paid a wont cax m l q ,  the maximum potential liabiiity raulting from this 
hipanon d d  k approximately 510 million 

In addition awrd ing  to the F’urckc +men< LAC will be responsible for making r ehc i s  
for lot sale cancellations that ma after the closing date of the acquirition ?he RTC wiU 
rrimburx LAC for the ponjon of the refund related to monies colleacd before the closing 
datc ’Ihe rcisbunement win come h m  the indemnification fund created as a d t  of the 
punhaw. 

using hirtorkal cancellation rates and some general assumptions, under the current method Of 

dcdadng damaza, LAC estimates its p m o n  of the refund obligation to be f1.4 miUion and 
RTCs ponion to be S I 2  miILio~ Hwcver,  if a worst case Nling is r e a i d  from the 
P m p p h  C litigation dixussed abwe, the refund obligation is estimated as S8.4 &on for 
LAC and 57.1 million for RTC 

b) Damaees &used bv Potential Fraudulent Sa la  Practice Aleeations and Raultine AdverW 
Pubiin‘tv for Toocka. its Affiliates. andor  Partners. Over the past several ycar~, the Ron’& 
land sales buiinns has been under mnn‘derable public scrutiny for purported d e m p h e  4- 
p d c c s .  As an example, a suit has recently been brought against General Development 
Corpat ion (GDC) and its lendex alleging conspiracy in a fraudulent =heme to sen 11% and 
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homes to out-of-swtc b u y s .  The main allegatiom arc that h o m a  and lots were sold for 
sukuntially more than market value, promi& lot improvements were n e v a  intended rn be 
compietcri. and home mongaga were granted based on nonconforming apprairals w h i d  
c o n ~ a l d  the me fair market value of GDC built homa.  

kbgb is ais0 in the xaii lot and homes sales business in Florida .AI k h i &  lots have 'm 
sold at pric=s in excess of the p r i m  for similar IOU on the rcsalc marker Howmr,  Lebigh's 
lot pncn reflec: high selling costs and providing out-of-state mtomers a service by giving thern 
the opprmniry to purchase developed property on favorable payment terms. Mot-ccwc:. 
k~gh's Offering Statcme3ts sin= at least 1980 have contained bid-faced diwlosures advising 
p ~ ~ h a ~ r s  that lot resale p r i m  are substantially lower than Lehi0.s l,ot prices and  in fac, &a: 
IOU ma)r not k raaiabie at any price. 

for promivd lot improvements. Lehigh has completed drainage ,and road developmeat in 
all sold arcas nccpt  18 lots. Tiis remaining kprovemcnt obligation has kcen rucrvcd  for on 
the hancial rtateme3n. 

Lastly. in the GDC suiL GDC's lenders are being charged with conspiring to perpetrate the 
hudulcnt scheme by purchasing home mortgages that they knew were s u p p o d  
nonconforming appraisals. By doing so, the lendes provided GDC with the Einancial capacirp 
to continue its business. 

In the QY of Lehigh. W C  will benefit from Lehigh's Contracts Recxivable p r w e d r  and as 
a r d r .  could be named in a suit against k h i g h  However, the facv reprding Lehigh and 
LAC arc much different than in the case of GDC and its lenders. Bawd on work perfomed 
LAC bclicvts that Lchigh did not uy nonconforming appraisals in the sales of i!s homer In 
addition, LAC intends to terminate &ring lot sales progams. As a result there will be no 
basis for a cornpiracy argument which is the crux of the allepaons 

In conclurion, although Lehigh's sales practices are dissimilar from GDCs in many re& a 
suit based u p  lot values is a pibi i i ty .  W e  it is unlikely that such a suit  would be 
s-hl it could r a d t  in advcse. pubtidry and b a n d i d  exposure for Lehigh and pombh, 
LAC 

c) Potmtiai Liabiiim Due to m a n e  Sa la  PGX~XS. Paul Chang was an independent lot sales 
broke: for Lchigh Erom March 1983, to June, 1990. Planning 11l, d m l o p  a C h i n a m  
sllbdivision Mr. Chang sold Lehigh lots to individuals of Chinese heritage in the Minor Lakes 
area of k!igb Acres. The lots were sold at a premium due to the Chinatown concept He 
also purchased commercial land and intends to build a hotel and a pagoda in the area. 

Mr. Chang's broker apreement with Lehigh was terminated in June, 1990, when it w found 
that he had sold IOU m d  not reported the sales to Lehigh. Since then. same misrepracntadon 
allegations have been made against Mr. Coang, and it was found that dctd asxiam 
wme ~ l l i n g  lots undc: his agreement When individuals who no longer wish to O w n  kc& 
10s b&g such sales to Lhigh's attention, all monies collected PIUS taxes and dues, are 
refunded subjat to verification of auegationr 

GDCs l e n d n  



. . h b g h  AquiEltion Fie 
Page 8 

As a r a d <  there are main crposurr~ rciatd to Chang sales practicn: 1) refunds rquired 
due to representations made by Chang that are not d c d  ous and 2.) refunds rqu i r cd  for lots 
sold by the unlicensed assDciatcs. 

As of h c u b e r  31. 19%. 511.7 million ne: o i  refunds, had bee2 collected on Clang sales 
contram. Whie manasemenr beiieva it is highly unlikely that all contracts d be canceid 
due to mism?resentation. LACS estimate of thir exposure would bc up to 5700,ooO basd 
upon calculauons performed by Lehigh personnel In addition the refund crpmure rehtd IO 
the unlicensed associates s a l a  is estimated to range from 5350.000 to 51.4 million, induding 
taxes and dues. 

d) Liabilirv for Costs to Fill Sold Loa in the Gretnbriar Subdivision. The Florida Public 
Offering Statement included as part of each lot sale contrac, represents that the purchaw:’~ 
u)st to clear and El a lot prior tn home consmcxion will average 53,SOO per h o m a i r r  
However, same semiom of the Greenbriar and b r  Lakes a r e a  wuuld mt subsrandally 
more to mL It is felt that Le&& may be liable for the excess cost related to sold Ion. AI 
September, 3, 1990. a 5970.000 liability existed on Lehigh’s financial sratemenn for the Minor 
Lakes acto 6lI liabilitv, bur no such rese-e had been established for Greenbriar. ?he 
Greenbriar potential liability for sold lots could range Erom 51.4 mllion 10 5 s  &on 

Maation m LUI 

LUI is being aDocated a purchase prim of 56 million Mi~eso ta  Power is basing this allocation on 
what it would b e  paid wparateb (or what it believes another third parry would have paid) for LLX 
LUI would appear to be a very marketable company if it were to be sold Factors which we believe. 
make LVf an amactive aquisiuon candidate are: 

1) LUI bar, an nciusive franchise to provide water, m r ,  gas. and garbage servica in the Whigh 
area. 

2) The company has been consistently profitable with pretax earnings in the 51 million -e wcr 
the last several p”rs. 

3) The outlook for LUI is favorable Revenue p w t h  has averaged 7% per year wer the lan live 
pears and is anticipated to continue to gruw a t  least this fast into the foresetable huturr. 

4)  LUI is 
water and 
and sewer rata 

?his outlook should k tempered by the following facton: 

1) LUI is h e a d y  r ep la t ed  Water and sewer rata are ~t by the PSC and garbage rates are Yt by 
Lee County. Gzs is not r e p l a t e d  The PSC will o e  allow a certain r e m  on raw b w ,  fhm the 
profitability of b e  businesses is somewhat resmcteb The garbage business, although M e n Q n T  

. 

well below the Florida Public .%.nice Commission (PSC) atlowable return on its 
rate base and it would appear to be an exellent candidate for an hcrca~ in aatcr 
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protitable. L mimed tcnuaity and rates are adjilstrd to refler. estimated average costs in Lcc 
cnunv. 

2) LUI ir mmntly underuking an -amion plan aaich wijl rault in same of this new plant being 
catcgonzed as used and uscfd Lithe utility plant is not conside:& used and useful and is not 
crpecrd to be used and u s e u  in the n u r  futurc it d be excluded from rate b a x  by the PSC and 
no r e m  can be earned on it until i t  is use:! and usz.fd A used and useful study prepared for W C  
by H m a n  Ascciates indimid that the water faciiida were on average 88% useti and uwfuL 
k r  plant was estimated to be 97% wd and useful This srudy was based on 1990 account 
balanm. Significant additions have be tn  made in 1991 and wiil continue into the foreseeable future. 
Tbe m.uiremcnt of larze apical T c n d i n u e s  with the possioility of no immediate r e m  a u l d  be 
a drag on profi.rability. 

5) Approximau!y Loo0 IOU edst which LLT is obligated to provide water and arastmater trmment 
hookupr at  a a351 to Lehign of 5650. Currently, the mst to COMCC water and wastewater trument 
XniCeS Sl.iZ9. Therefore. LL7 codd have impurd Gnuioutions in Aid of Construction (CWC, 
for the dEercnce between the current aod a-ped  upon chargc AI today’s hwkup fee. f23. million 
wuld be recon!& as CIAC if all IOU were c o n n e z d  Such a charge would reduce rate base bp S 2 2  
million and thur si&cantiy negatively impac proEtabiiiry since current water and w e :  rate base 
k only apprmdmatety S65 million 

In ordc to dercrmioe fair marke: d c c ,  we cornpard the LL. acquisition to the pricing of several 
other r n t n t  simiiar utility acquisitions. and compared Lt? co rhc markc: vaiuadon of other publjcb 
haded utilities The results of t he  valuations we= the-, ad-iusted to r e f l a  the opendng 
characrcristia specific to LUL 

. 
Minnesota PW:. fhm.~@ iu subsidiuia, h u  t e n  acrively acquiring aater and m e r  utilities in 
Florida mer the past several yean. The PSC allom a certain minimum return on the water and 
=e: p h t  rau bas t  cTenc.w. rate base a p p r u h a r a  ne: book d u e  of water and sewer property, 
p h L  a d  equipment If an acquire: paF  more than rate base for a utiliy, the original rate base is 
- not chased and thus an aquirer  would cam less rhan the PSC a l l m b l e  refun on its investment 
If an aqui ra  p less than rate baw, we undearand that the PSC has tried, mu-hLy to date, 
to establish this discount price as the new rate bast In other wads, there k no incentive to pay 
more tlran rate bax and posslbiy only limited bencfiia to purchasing at less than rate base 

Minnesota P d s  stnegy has been to acquire water and sewer ut l l t ia  at no more than rate base 
Ac can be seen at Exhibit 2, they have generally k n  su-ful in this strategy. In particular, 
Minnaata P m  has purchased utilities from other hdsaleda~mmUnity development m r n p a t k  
which arc substantially simiiar to hhi& The utility ayuisitions listed in -bit 2 were =!wed 
because they w a z  mast  similar to LUI in term of s% growth potenti& maturity, and past operahg 
history. These mansactions are perhaps the b a r  indicator of LuTs value due to their smng 
s d a r i r i a  to LUI and the fact they were independently negotiated with &e different sellers 
a three par time period We believe this M+-s~ provida strong support that the 56 million 
allocated to LUI is reasonable 
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Comoanbie F'ubiiclv-Traded Water and b e :  Etilitjes 

.k shorn  in &%it 5, the pricing multiples implied by a f 6  d o n  p u r c k  pr ia  appear to be on 
the low side of publicly-traded water and scrycr udliriu However, we believe the diswunt to 
comparable public water utilities is rrasonablc for the following reasom: 

1) The comparable public companies arc much larger, more established, and more divenilie:! lirss. 
Accordingy, an invator wuuld normally be willing to pay a premium for these typa of companies 
becauw thy genenlly haw las overall businas risk than a small, one location utility such x LUI. 

2) Since LUI is a private company, an invator would apply a discount versus public utilities for 
iuiquidiry. 

5) The comparable public companies have the financial ability to acuaa more capable management 
and lower a t  capital than smaller. privately held companies, such as LUL 

Lehie!! Uhlitia Commitments and Contineenda 

Our review of the litigation summary prwided by the RTC and LACs internal analysis, revealed no 
material pending litigation which could significant& impact the current or futurc value of L c ? g h  
Utilities, Inr 

Based upon our rwimv LACs acquisition analysis and discussions with khi@ Group and LAC 
managemczL we did not become aware of any major conringencia. ocher than the potential CIAc 
a p s u r c  previously disamed in the repon which mi& si&canrly impair the current or h u e  
Miue of Le&& Utiiitia. Inc 

SUmmHv 

It is very diRicult to s @ d y  quantity the dkmunts to appb cn the major non-utili? assets. 
Howeve:, we believe the p u r c h a  p r i a  dixount in general is pmpcrb atnibuted tD the non-utiiiv 
asses and 

1) 
si&cant quenions as to the mlue of the major non-utility subsidiarjcs, busin- and =S. 

the utility assets for the following reasons 

The uncminty  related to the p t  liquidation Lehigh businas ewGomat m a t e s  m y  

2) The lack of hktorical bulk land sales activity combined with the current real estate Credit mCb 
and a national real estate recession create a wide range of potential outmmes for the valuation Of 
the land inventory. 

5) The collectlbility of the rrceivabla k difficult to st imatc  given the proposed cessation of the 
reail land sala bushes,  incrcasing negative p r e s  on the land sales business and impact of the 
current national recession 



4) n e  mnringczt liabilities associated with currcrit or futurc l i t iptiop while t c m p c d  by the RTC 
indemnity e x r m  acmunt could still d t  in a laqe u n c q c c t d  litigation settlement paymcar The 
rirk of hac pxcntial Labilities are entirely ixacde m the land sala and timesharc b m i n a x s .  

We believe h e  ;urchase pricc allccatd to LL? is reasonable for the following reasons: 

1) It k consistex with the pricing of other receat comparable water and sewer udi ty  aquisitionr 

2) It k in line with the valuation of comparable publicly-mded wafer and sewer udi ty  mmpania. 

3) We arc not aware of any material unc tna in t i a  or deficiencies in current LUI opcradom or in 
cxpec..ed h m r t  results which warrant the allocation of a sipficant discount to the prc-acquisition 
book value. 



.. 

Businas Plan 
Book Value value 

ArJets at 03/31/91 fundixountcd) - Comrncnn 

Cash S 129 s 129 Markc: value quaIs book value 

Connacrs. .Morqases, and 35.8 573  (.-Y 

Property. Plant. and 6.4 6.0 (B) 

Land Inventory 43.0 79.1 (c) 

Other Rexivabks 

Equipment 

Deferred Selling and 3.1 0.0 ;\io marker value 
Other h u  

Total Assets s 101.2 S 1553 

h u m  Payable and 8.7 8.7 Mainly payables and reseses. 
Other Liabilities Offset apinst cash 

Total Liabilities S 8.7 S 8 7  Contingent liabilities musf be 
considered 

Common Stock and 92.5 146.6 
Rc*&cd Ea* 

Total Liabilities and Equity S 101.2 S 1553 

(A) Book value may be oversrated due to change in business smug and recent indushy problems 
which could aEm coU&ous. 

(B) Casation of land sala may sigrScanrh. impair usage and therefore value 

(C) Substantial uncerrainty regarding timing and potential d u e  of land inventory. 



Cash f 5-22 

Amunu Receivable 618 

Propem, Plant and Equipment 16,193 

Other Asseu 

Liabilities and Stockholder's Eauitv 

Accounts Payable 

Mortgage Payable and Other Debt 

Cam-outions in Aid of Consmction 

Deferred Income Tax 

S 18.110 - 

s 870 

6,751 

5,797 

177 

Total Liabilities 11.575 

Stockholder's Equity 6.535 

S 18.110 Total Liabilities & Stocfioldcr's Equity 7 

Page 15 of  :; 
Exhibit la  

Comments 

Normal a t o m c r  receivables 

Primarily water and sewer plant 
including constmaion in propss 

Deferred debt expense 

Normal trade payables 

Non-interest bearing hook-up 
f e t r  amortized as reduction in 
depreciation expense 

WiU likely be contnibuted ta cap- 
ital by Lcbigb 



Oulfstrcnm 

Sugar Mill 

Dcltone 

19H7 

19H7 

19R8 

1 , 1 7 s , o  

7,500.00 7,29O,R45 

2.1~i. in.1 0.76 

7,290,845 1 .n3 

0.76 

1.13 

1.30 

I .03  

Averngc 1 .ni 1.01 

* Datu supplied by Dcinnic Crnntlell of  Minnesota i'owcr. 
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Notes to Con8olldat.d R w c W  SUtammts 
r 31. 1992 and 1991 

5 .  Acquisit ion of Lehlgh Acquisit ion Corporation 

in July 1991 Topeka acquired e twc-thirds ownership interest in Lohigh Acquisition Corporation for 
56 million. Lehigh AWukiUon Corporation subsequently acquired for $34 million all 0 1  the stock 0 1  
Lehigh Corporation and various other real estate subsidiaries of Land Resources Carporation whose 
properties are located near Fort Myers, Florida. The purchase price included $9 million in cash and 
525 miillon of debt issued to the seiler. Resolution Trust Corporation (RTC). which was to be paid 
over the next h e  years. The acquisition was accounted for under the purchase method and 
consolidated with .T*eka beginning in July 1981. Lehigh Acquisition Corporation's subsidiaries are 
primarily engaged in the sale of residential and commercial real estate and other ancillary 
businesses. Management with extensive florida real estate experience was hired at Lehigh 
Acquisition Corporation to implement e 10year business pian to sell these real estate holdings and 
related operations to qualified buyers in en orderly manner. 

The fair value of the net assets acquired by Lehigh Acquisition Corporation exceeded the purchase 
price by approximately $62 million. The excess fair value over purchsse price (the bargain 
purchase amount) has been allocated to acquired receivables. land. land improvements and 
residential construction. and property and equipment expected to be reallzed after June 30, 1992 
on a pro rata basis baMd upon the estimated lair value of these assets. Recognition of the bargain 
purchase amount as income bbgan on July 1, 1992, as prinapel payments on acquirad receivables 
are received and cash fun& are received lor the sale of assets. During 1992, 57.0 million of this 
bafgain purchase ditlaren+hI was recognized as income. 

Topeka received dividends from Lehigh Acquisition Corporation of 5800.000 and $2.0 million in 
1992 end 1991. rerpodiveiy. Minority interest in the equity of Lehigh Acquisition Corporation at 
December 31, 1982 of approximateiy $6.2 million is reflected in other deferred credits on the 
consolidated balance sheet. On December 30. 1092, Lehigh Acquisition Corporation extinguished. at 
e discount, the $15.5 million remaining principal balance of the $25 million of debt issued to the 
RTC and assumed urruljn contingent liabilities lor which It had previously been indemnified. The 
early extinguishment of debt resulted in a nontaxable extraordinary gain lo Lehigh Acquisition 
Corporation of epproximateiy $7.0 million. Topeka's share of this gain was approximateiy $4.7 
million net of the one-thlrd minority interest. The operating results of Lehigh Acquisition 
Corporation and subsidiaries for the year ended December 31, 1992 and the period July 1, 1991 to 
December 31, 1991 are presented below and included in other income-nonulility subsidiary O n  the 
consolidated statement of income. 

. 
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ACQUISITION PROPOSAL 
FOR 

LAKESIDE WATER UTILITY 

1 .  COMPANY BACKGROUND 

OCT 0 7 199.; 
o t m e  01 

public Counsel 

Lakeside Water Utilrty is a privately held corporation located 5 miles north of 
Inverness, Florida in Citrus County. The first phase of this water system was formed 
in 1978 by Mr. Max Smith to serve approximately 100 connections with 74 
connections served at the present time. The second phase is now being 
developed by new second owner Nobuyoshi Hirukawa of Japan. The transfer of 
ownership took place on October 15, 1992. The second phase has approximately 
152 potential connections with 5 connections served at the present time. 

2. UTILITY SYSTEM 
The plant assets of this system are summarized in the table below. 

Water Plant 

QUALITY 

1 

1 

1 

1 

4 

14,200 

COMMENTS 

6' backup well with 300 gpm 
submersible well pump 

12' well with 1.000 gpm 75 HP Goulds 
vertical turbine pump. 

125 KW Caterpillar emergency 
generator equipped with automatic 
start up. 

Dual scale mounted 150 Ib. chlorine 
cylinders with Capital Controls 
chlorinators equipped for automatic 
switch over. 

20' x 20' concrete block building 
housing the 12', the turbine pump as 
well as the diesel generator. 

15,000 gallon hydropneumatic tank. 

Iron Removal Filters with automatic 
backwash. 

Feet on 6' PVC Main. 



The first phase was supplied potable water by a 6' well and 300 gpm 
submersible well pump. This well is being used as a standby well at the present 
time. The original plant also included equipment such as hydropneumatic tank, 
block building. chlorinator. ect. that was abandoned as part of the recent phase 
II WTP expansion. The distribution system consists of approximately 2,500 feet of 6' 
PVC main. The lots are served by 1' meters. These meters have never been read 
except for the one at the pump house, 

The second phase was completed in late 1992 with the addition of a new 
second well. The second well is 12' and is the primary well with the older 6' well 
as the standby. The well has a 75 HP Goulds vertical turbine pump with a 
capacity of 1 ,ooO gpm that operates automatically on demand. The pump and 
well are housed within a brand new 20' x 20' concrete block building that also 
houses the Auxiliary Generator and Chlorination equipment. The emergency 
generator is a Diesel 125 KW Caterpillar equipped for automatic start-up. The 
building also has a separate room for the chlorination system. The chlorination 
system consists of dual scale mounted 150 Ib. chlorine cylinders with Capital 
Controls chlorinators equipped for automatic switch over.The room does have a 
exhaust fan and loss of vacuum detection alarm as well as a chlorine leak 
detector in the adjacent room. Adjacent to the block building there is a 15,000 
gallon hydropneumatic tank to provide the necessary pressure to the system. The 
water in this area of Citrus County is high in iron thus requiring there to be four Iron 
Removal Filters with automatic backwash. The distribution system for the second 

. phase consists of 11,700 feet of 6' PVC main. This phase also has seven fire 
hydrants to meet the necessary fire fighting requirements. The connections to 
each home in phase I1 also have 1' meters that have never been read. 

Currently, net utili plant assets in service are booked at a value of $293,737. 
Projected rate base is just over $1 19.000. No additional investment is needed over 
the next several years. 

Southern States inspections concluded that facilities are in satisfactory condition 
and have been reasonably maintained. 

3. REGULATION 

Lakeside is subject to the regulation of the Florida Public Service Commission. 
The utilii presently operates without a FPSC approved certificate, but SSU will 
incorporate a Cihus County water certificate amendment with the FPSC. 

Contacts with the State and local environmental regulators indicate that the 
utility is properly permitted, has no unresolved violations and has no current 
operating problems. 



4. PURCHASE PROPOSAL 

Terms of a purckase agreement to acquire Lakeside assets have been 
negotiated by SSU subject to Senior Management's approval. Total purchase 
price is S 119.000 cash. As shown by the following measures, terms of the proposed 
purchase compare favorably to that of Lehigh Utilities. 

S 1 19,000 
Purchase Price La keside 

Per connection 

Times Annual Revenues 

Times Net Book Value 

S 1.608 

7.7x 

0 . 4 1 ~  

5. PROJECTED OPERATING RESULTS 

Lehiclh 

$445 

1.6~ 

0 .45~  

Under the uniform rates ordered in Docket No. 920199-WS the annualized first 
year (prior to being incorporated into the 1994 consolidated filing) earning are 
S 1.1 74, representing a (9.93%) return on Common Equrty. AS in many other SSU 
systems, the stand alone revenue requirements ore higher than what the uniform 
states generate. 

6. PRO FORMA - ASSUMPTIONS 

' (a) Revenues based on SSU uniform water rates at current customer level. Rate 
base adjusted for non used & useful is approximately S 163,326 on net plant. 
The 1994 consolidated FPSC rate case will incorporate Lakeside and its 
revenue requirements. 

(b) O&M expenses only reflected projected direct cost for electric and chemicals 
at the plant. Customer and administrative cost were excluded as was. 
general plant from the rate base. 

(c) Capital structure was the projected 1993 as filed in the Sarasota County 
Venice Garden Utilities filing. In this capital structure Common Equity was 
at 12.40%. 

(d) Although not incorporated into this rate study, this is possible growth behind 
the golf course as well as across the road. Also the City of Hernando, Florida 
wants to purchase water from Lakeside Utildy. 

Southern States is serving several water utilities within a twenty mile radius. 
The system is approximately two miles from the Golden Terrace system. 



The following is a three year income statement projection of Lakeside Utility: 

PROJECTION 

1 993 - 
Revenues S 16.1 57 
O&M $929 
A&G $0 
Depreciation $7.517 
Amortization ($1.114) 
Taxes Other $1,261 
Operating Income $7,664 

Interest Expense $5,682 
Pre tax  Income S 1,882 
Income taxes $708 

Net Income $1,174 
Til 

Actual Rate of Return 0.98% 

Actual Return le% 'Other' (3.94%) 
Less debt, Cust Deposits & ITC 4.92% 

Percent Equity 39.68% 

Actual Rate of Return on 
Common Equity (9.93%) 

1994 
S 17,787 

$957 
$0 

$7.517 
($1,114) 
s 1,343 
$9.184 

$4.990 
$4,195 
S 1,578 

$2,616 

2.49% 
4.92% 
(2.43%) 

39.68% 

(6.1 P/o) 

1995 
$24,255 

$986 
$0 

$7,517 
($1,114) 
S 1,643 
S 16,223 

$4,661 
$10,563 
$3,975 

56,588 

6.71% 
4.92% 
1.79?/0 

39.68% 

4.52% 

These returns are based on stand alone. requirements versus uniform rates 
from the 'Giga' case as well as the consolidated 1994 filing. 
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7. RECOMMENDATION 

Corporate Development recommends acquisition of Lakeside Water Utility os 
discussed in the foregoing. 

Prepared and Recommended 

Recommended 

Approved 

ACQUISITION TEAM 

(1). JOE MACK - ENGINEERING 
(2). FRANK SANDERSON - OPERATIONS 
(3). RALPH TERRERO - ENVIRONMENTAL 
(4). BILL WILLIAMS - WEST REGION 

- (5). GARY MORSE - RATES DIVISION 
(6). JUDY KIMBALL - ACCOUNTING & FINANCE 


