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Q-

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Bert T. Phillips and my business
address is 1000 Color Place, Apopka, Florida
32703.

WHAT IS YOUR POSITION WITH SOUTHERN STATES
UTILITIES, INC. AND DELTONA UTILITIES, INC.?

I am Chairman and President of Southern States
Utilities, Inc. and Deltona Utilities, 1Inc.
These companies were legally merged on July 15,
1992, Therefore, hereinafter I will refer to
them collectively as "Southern States"™. 1 also
serve as Chairman and President of Lehigh
Utilities, Inc. ("Lehigh").

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND?

I hold a Bachelor of Science degree in marine
engineering from the United Statea Merchant
Marine Academy and a Masters in Business
Administration from the University of Idaho. I
also have attended numerous schools, seminars,
conferences, workshops and short courses on
utility management and engineering over the past
30 years which were sponsored by various
professional associations, universities and
engineering firms.

PLEASE DESCRIBE YOUR EXPERIENCE IN THE UTILITY
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I am a director of both the National Association
of Water Companies ("NAWC") and the Florida wWater
Works Association as well as a member of the
American Water Works Association ("AWWA"™). Both
the NAWC and AWWA concentrate on issues of public
interest which impact investor-owned utilities
and their customers. For instance, the cost of
complying with federal and state regulatory
requirements are passed through to our customers.
The NAWC and AWWA participate actively in state
regulatory arenas to provide regulators with
customer rate-impact and environmental impact
information. Through this participation,
regulations may be moderated so as to reflect
more reasonable risk and economic | impact
assessments. These organizations also provide a
valuable resource for information sharing in
areas such as new technology, new system designs,
new solutions to water quality problems, water
conservation, etc. The NAWC, 1like Southern
States, has an unwavering and uncompromising
commitment to participate in any and all matters
that pose a threat to the safety and quality of
drinking water. Through our participation in

these organizations, Southern States and our




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

customers have an additional voice in federal and
state affairs affecting our customers.

HLV! YOU EVER TESTIFIED BEFORE THE FLORIDA PUBLIC
S8BRVICE COMMISSION?

Yes. I testified before the Florida Public
Service Commission in 1990 in support of the
request for a rate increase of Southern States
and United Florida Utilities Corporation in
Docket No. 900329-WS. As the Commission is
aware, United Florida Utilities Corporation was
merged into Southern States Utilities, Inc. on
April 1, 1992. I also have submitted pre-filed
direct testimony on behalf of Lehigh in Docket
No. 911188-WS.

PLEASE DESCRIBE YOUR RESPONSIBILITIES A8 CHAIRMAN
AND PRESIDENT COF SOUTHERN BTATES.

I oversee the management of all aspects of
Southern States' business operations including
the utility operations, finance, engineering,
administration, legal, ratemaking and customer
service areas. I also am responsible for
Southern States' long range strategic planning.
PLEASE DESCRIBE SOUTHERN STATEE' FILING IN THIS
CASE.

On May 11 and June 17, 1992, Southern States

4
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filed tariff changes for rate relief designed to
increase annual water and wastewater revenues in
the amount of $5,064,353 and $3,601,165,
respectively (a total of $8,665,518). The filing
was prepared in accordance with the Commission's
minimum filing requirements and other applicable
rules. The filing is based on an historic test
year c¢onsisting of the twelve months ended
December 31, 1991. This test year coincides with
Southern States' 1991 fiscal year.

WHEN DID BSOUTHERN STATES' SYSTEMS LAST OBTAIN
RATE RELIEF?

Volume I, Book 1, pages 4 through 6 of the MFRs
identifies the docket number and date of the last
Commission rate order for each water and
wastewater system included in this docket. A
review of these pages reveals that it has been
as much as 22 years since Southern States has had
rate relief (exclusive of indexing and/or
pass-throughs) on certain systens. Southern
States' last general rate filing for 32 of the
systems included in this proceeding was rejected
by the Commission in Order No. 24715 in Docket
No. 900329-WS. On January 6, 1992, Southern
States appealed the Commission's decision to the

5
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First District Court of Appeals. The appeal was
denied by the First District Court of Appeals on
July 16, 1992. Southern States is contemplating
an appeal to the Florida Supreme Court at the
time of submission of this pre-filed testimony.
On June 25, 1992, Southern States filed a test
year letter concerning our Marco Island water and
wastewater systems, thus initiating the rate case
process for the two systems which had been
included in Docket No. 900329-WS but which are
not included in this proceeding. The test year
request was approved by the Commission by letter
dated July 7, 1992 and Docket No. 920855-WS has
been éésigned to that proceeding.

WHAT ARE THﬁICLUBBB FOR SOUTHERN STATES' RATE
FILING?

As I just indicated, it has been as much as 22
years since Southern States has obtained rate
relief for certain systems. Therefore, by the
estimated effective date of new rates in this
proceeding, some existing rates will have been
in effect for approximately 23 years.

Such rates are inadequate as a result of new and
amended regulatory requirements and ongoing
increases in the c¢osts incurred to provide

6
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continued safe, efficient and sufficient service
to our customers. Despite recent aggressive
efforts to achieve new economies in the rendition
of service, Southern States' current rateé afe.
not adequate to permit recovery of our costs,
never mind any return on the rate base of
approximately $57 million for the 127 systems
included in this filing.

I8 IT TRUE THAT SOUTHERN STATES HAS MADE MORE
THAN $50 MILLION (NET OF CIAC) IN CAPITAL
INVESTMENTS IN UTILITY ASSETS SINCE THE LAST RATE
ORDERS FOR THE S8YSTEMS INCLUDED IN THIS FILING?
Yes. Southern States has invested a total of
abproximately $25 million in the water and $25
million in the wastewater systems included in
this filing since rates were last established.

I SHOW YOU EXHIBIT ____ (BTP-1) UNDER COVER PAGE
ENTITLED "MAJOR ADDITIONS PLACED IN SERVICE IN
1990 AND 1991." WAS THIS EXHIBIT PREPARED BY YOU
OR UNDER YOUR DIRECTION AND SUPERVISION?

Yes, it was.

COULD YOU BRIEFLY DESCRIBE THIS8 BEXHIBIT?

This exhibit identifies a number of the more
significant capital investment projects which
Southern States placed in service in 1990 and

7
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1991 alone as well as the approximate cost of
such projects. Many of these improvements were
necessary to meet increasingly stringent
Environmental Protection Agency or Florida
Department of Environmental Requlation ("DER"Y)
standards. Other capital improvement projects
were undertaken to ensure reliability of service,
to compensate for deteriorating water source
conditions or to achieve a common goal maintained
by the state of Florida and Southern States -- to
protect our environment so that generations to
come may enjoy its current treasures. For
instance, the costs identified in this exhibit
for Deltona wastewater system iﬁprévements
represent costs incurred to stop the discharge of
effluent into Lake Monroe, a practice carried out
by the former owner of Deltona Utilities, Inc.
which had generated a consent order from the DER.
In cooperation with the DER and the local water
management district, and in compliance with the
terms of the consent order, Southern States
successfully eliminated this discharge prior to
November 1, 1990. Effluent from the Deltona
wastewater system now meets DER public access
requirements and now is 100% reusable.
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WEAT WAS THE RATE OF RETURN EXPERIENCED BY
BOUTHERN STATES FOR THE PISCAL YEAR ENDED
DECEMBER 31, 19912

The rates of return for the fiscal year ended
December 31, 1991 were 3.07% for the water system
and 1.74% for the wastewater systemn. This is
equivalent to a negative return on equity of -
7.07% and -10.18%, respectively. These returns
will not allow Southern States to remain viable
much less attract capital to finance capital
investments and operate the systems. We fear
that customers ultimately would bear the brunt of
these returns if the requested rate relief is not
granted to Southern States. For examble, as the
Commission 1s aware, in December of 1984 the
financial situation of Deltona Utilities, Inc.
("Deltona") was such that the only funding which
lenders would provide to enable Deltona to
finance construction and operate its facilities
came at a high price. The lenders secured
above-market interest rates from Deltona and
included other stringent terms in the bond
documents, all of which were favorable to the
lenders. As the Commission is aware, the courts
confirmed that utility customers must pay for

9
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such interest and other debt related costs in

rates,

WHAT IS THE RETURN ON EQUITY REQUESTED BY

SOUTHERN BTATES IN THIS PROCEEDING?

The requested return on equity for water and

wastewater operations combined is 12.83%. Scott

Vierima will discuss how this return was

determined. Joseph P. Cresse and Helena Loucks

will discuss how we propose to recover this

return in customer rates.

PLEASE IDENTIFY THE OTHER WITNESSES WHO WILL

TESTIFY IN THIS PROCEEDING ON BEHALF OF SOUTHERN

STATES AND THE TOPICS THEY WILL hDDﬁ!BB.

The following is a list of the witnesses who will

provide direct testimony in this proceeding. Of

course, addifional witnesses may be required to

address issues not contemplated in our pre-filed

direct testimony which subsequently may be raised

by the staff of the Public Service Commission

(staff) or intervenors in this proceeding.

Witness Topics

Arend J. Sandbulte -Minnesota Power Overview ad
Goals in Florida

Bert T. Phillips ~-Qverview of Filing

Forrest L. Ludsen -Administrative and General

10
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Charles K. Lewis
Scott W. Vierima

Bruce E. Gangnon

Charles L. Sweat

Gerald C. Hartman

Expenses

-Application of the
Commission's O & M
Benchmark Guideline

-Impact of Commission's 1988
Management Audit Review
-Allocations of Common Costs
-Cost of Service

~Cost of Capital

-Taxes

~-FASB 106: Post Retirement
Benefits

~-Quality of Service
-Unaccounted For Water
-Impact of Commission's 1988
Management Audit on
Operations

-Customer Complaints received
by the Commission during the
Test Year

-Used and Useful Utility
Property

-Margin Reserve

-Depreciation Life of R.O.
Permeators

11
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Gary S. Morse -Used and Useful Utility
Property

-Margin Reserve

Joseph P. Cresse -Rate Design (Theory and
Justification)
Helena Loucks -Rate Design (Mechanics)

PLEASE DESCRIBE THE SCOPE OF YOUR TESTIMONY IM
THIS8 PROCEEDING.

I will discuss the present management of Southern
States, describe Southern States!' current
corporate goals and philosophy and provide a
brief overview of Southern States' filing in this
proceeding. I also will briefly describe certain
benefits which are offered to Southern States’
customers, including high quality water and
wastewater service consistent with regqulatory
requirements at the lowest possible cost.
Southern States is a professional utility with
the personnel and resources which enable it to
provide such service. However, applicable
federal, state and local laws, rules, ordinances
and regulations have been and continue to be
expanded and revised considerably. These new and
revised laws, rules, etc., inevitably increase
Southern States! operations and maintenance

i2




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q'

expenses and often the level of capital
investments which are required.
COULD YOU BRIEFLY DESCRIBE THE CORPORATE GOALS
AND PHILOSOPHY OF SOUTHERN STATES' MANAGEMENT?
Southern States' management is dedicated to
ensuring that our customers receive the highest
quality service at the lowest possible cost,
while meeting or exceeding regulatory
requirements. As the Commission recently
reaffirmed in its order approving the transfer
of Lehigh to the Southern States family of water
and wastewater utilities, Southern States has the
expertise and financial ability to provide
quality service to our customers throughout the
State. Unfortunately, as demonstrated in Exhibit
(BTP-1), we are in an era in which
significant capital investments are required and
cost increases are unavoidable for water and
wastewater utilities primarily due to increased
regulatory requirements. These investment
requirements and cost increases must inevitably
be reflected in higher rates.
HAVE THERE BEEN ANY ACKNOWLEDGMENTS BY COMMISSION
PERBONNEL OF THE INEVITABILITY OF HIGHER RATES
DUE TO INCREASED REGULATION?

13
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Yes, as Commissioner Betty Easley stated last
year 1in her presentation to the Southeast
Association of Regulatory Utility Commissioners:
"Florida really comprises four distinct unique
geographic and hydrologic makeup, and because of
the unigueness we have seen the cost of water and
wastewater service for an average household reach
$100 per month in some areas. Needless to say
this doesn't go over very well with people who
were used to paying nothing or $10 per month back
home up north. And unfortunately, the water in
most parts of Florida where people want to live
isn't exactly Rocky Mountain  quality."
Commissioner Easley continued to staﬁe that "a
major factor to be considered in approaching the
Financial Challenge of the water and wastewater
industry is to somehow gain customer acceptance
of the increased cost of service to meet state
and federal environmental requirements." We
agree with the Commissioner's statements ar ? we
look forward to the participation of
representatives of the Commission and the Florida
Department of Environmental Regulation ("DER")
during customer meetings and at hearings in this
proceeding to perform the service Commissioner

14
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Easley recommends:

. to help in explaining that major
capital expenditures are necessary to comply
with the health standards mandated by the
[Environmental Protection Agency] and the
congress.

COULD YOU BRIEPFPLY DESCRIBE THE NEW HEALTH
S8TANDARDS MANDATED BY THE ENVIRONMENTAL
PROTECTION AGENCY AND CONGRESS TO WHICH
COMMISSIONER EASLEY WAS REFERRING?

In 1986, Congress amended the Safe Drinking Water
Act to require the establishment of new drinking
water quality and treatment regulations. To
fulfill this requirement, the Environmental
Protection 'Agency ("EPA") developed new
regulations and "maximum contaminant levels" for
volatile organic chemicals, fluoride, surface
water treatment, total coliform bacteria,
radionuclides, additional synthetic organic and
inorganic chemicals, disinfectants and
disinfection by-products. The DER  |has
implemented and is aggressively enforcing new
regulations consistent with the federal laws and
EPA regulations. As I will discuss later in my
testimony, these new regulations not only have

15
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significantly increased the capital requirements
and corresponding treatment costs of water
utilities but also have resulted in material
increases in the cost of testing for compliance
with maximum contaminant levels.
In addition, DER has enacted various new and
amended rules affecting the cost of Southern
States' wastewvater operations, including new
sludge rules, rules regarding tertiary treatment
standards, etc. All of these statutory and rule
changes have increased Southern States' cost of
providing service to our customers.
CAN YOU OFFER ANY SUBSTANTIATION THAT THE LAWS
AND REGULATIONS YOU HAVE REFERRED TO ARE HAVING
THE ECONOMIC CONSEQUENCES YOU HAVE PORTRAYED?
Certainly. A review of any number of periodicals
and trade journals will confirm that the Safe
Drinking Water Act and regulations enacted by the
states to enforce it are increasing the cost of
providing water and wastewater service throughout
the country. For instance, in the June 15, 1992
issue of Standard & Poor's Creditweek, it is
noted that:

S&P has revised its public financial

benchmarks for investor-owned water

16
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utilities. The more stringent standards
were implemented as a result of S&P's
conclusion that credit risk has esca;atad
in the water utility industry in recénf
years due to significant challenges related
to developing future water supplies and
assuring the quality of existing supplies ,
Another major challenge for many water
utilities is the ongoing implementation of
the 1986 amendment to the Safe Drinking
Water Act (SDWA) of 1974, The SDWA
amendments are imposing more stringent water
quality standards relating to sgpecific
levels of substances found in both surface
and groundwater supplies. Higher water
quality standards are contributing to
significant financing - and regulatory
pressures for the industry.
Oongoing evolution of the Act is expected as
the Environmental Protection Agency (EPA)
continues to review contaminants that may
have an adverse impact on public health.
Currently, the more significant proposed and
anticipated rules are for testing and
monitoring contaminants in water supply,

17
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radionuclides, and disinfection/disinfection
by~-products. The EPA <continues to
promulgate slowly these standards, largely
because of the time needed to review
pertinent information and data before
issuing additional standards.

Financial Stress

Unlike the Clean Air Act's impact on a
select number of electric utilities, SDWA
requires virtually the entire industry to
improve existing treatment and related
facilities. This will result in significant
capital additions on top of  already
escalating spending on distribution
infrastructure. Financing these large rate-
base additions - which are nonrevenue-
producing assets - will be difficult.
Internal cash generation is weak, with low
depreciation rates (usually about 2% versus
around 3% for electric utilities), and low
authorized return on equity. As a result,
dependence on external financing and rate
relief requirements will intensify.
Moreover, low authorized returns may affect
the industry's ability to attract necessary

18
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capital to develop new water supplies and
upgrade the quality of existing supplies.
Scott Vierima, Vice President of Finance and
Administration, will address the impact of these
laws and regulations on Southern States' cost of
capital. However, I will beat him to the punch
by quoting further from the article in Stapdard
& Poor's Creditweek (June 15, 1992), wherein the
perspective of potential lenders and other
capital providers can be gleaned. The article
continues:
Poor internal cash generation along with
modest demand growth of under 1% will
require state utility regulatoré to play an
even mo.e significant role in the future
financial well-being of +the industry.
Traditional ratemaking policy has not
provided sufficient credit support during
the construction cycle of the electric
industry over the past 15 years. To avoid
a repeat in the water industry, regulators
must be aware of the increased challenges
the industry faces. With large rate-base
additions, along with increasing nonrevenue-
producing assets to meet future and current

19
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Q.

water needs and mandated water quality
standards, regulators will need to implement
innovative regulatory policy to allow for
reasonable financial protection measures.
Techniques to be considered to preclude
financial erosion include future test year,
automatic adjustment clauses (for large
expense items), allowing a cash return on
construction work in progress, higher
earnable returns, and increased depreciation
rates.

I SHOW YOU EXHIBIT ____ (BTP-2) UNDER COVER PAGE

ENTITLED 'WATER UTILITY BENCHMARKS REVIBED -

STANDARD & POOR'S CREDITWEEK DATED JUNE 15,

1992." WAS THIS EBXHIBIT PREPARED BY YOU OR UNDER

YOUR DIRBCTION AND SUPERVIBION?

Yes, it was.

I8 THIS THE ARTICLE FROM WHICH YOU HAVE JUST

QUOTED AT LENGTH?

Yes, it is.

ARE THERE ANY OTHER REASONS WHY SOUTHERN BTATES

HAS FILED ITS APPLICATION FOR RATE RELIEY.

Yes. As T previously noted, new laws and

regqulations have been enacted at both the federal

and state 1levels which have dramatically
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increased the 1level of investments Southern .
States has been required to make in its water and
wastewater facilities. As a result of these
investments, the cost of staffing, operating and
maintaining the required additional facilities
and testing our water and effluent also have
increased dramatically.

Since it has been a number of years since the
cost of serving our water and wastewater
customers has been determined, millions of
dollars of investments and expenses have not been
recovered in the rates we have been charging our
customers. Southern States can no longer afford
to fofégo the required rate relief.

COULD YOu ﬁEBCRIBB BOME OF THE REABONS FOR
IRCREASED INVESTMENTS8 AND EXPENSES YOU HAVE
MENTIONED IN FURTHER DETAIL?

Yes, I would be glad to generally describe these
factors. Various other witnesses for Southern
States will provide additional details. First,
new and amended federal and state laws and
regulations require Southern States to perform
more tests of its water and effluent, and often
on a more frequent basis. The Florida Department
of Environmental Regulation ("DER") recently has
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promulgated new rules concerning the
stabiliiation, removal and disposal of sludge.
In addition, DER rules require advanced
"tertiary" treatment of effluent to meet DER's
"public access" standard for effluent reuse.
Southern States is a strong advocate of public
access reuse water and is providing 100% public
access reuse at three systems and up to 88%
public access reuse at five other systems.
Public access reuse technologies reduce the need
to extract potable (drinking) water from the
underground aquifer system for irrigation
purposes, thus conserving potable water supplies.
In addition, Southern States utilizes spray
irrigation and percolation ponds to dispose of
effluent at wvirtually all of its remaining
wastewater systems. These methods of effluent
disposal also assist in recharging Florida's
aquifers and are considered "reuse" by regulatory
authorities. We believe these facts demonstrate
Southern States' commitment to satisty the
State's, as well as Southern States' own,
conservation goals.

HAS SOUTHERN STATES' BEEN COMMENDED FOR 1ITS
CONSERVATION EFFORTS BY VARIOUS ORGANIZATIONS IN

22
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THE PABT?

Yes. Southern States recently has been commended
for its conservation efforts, including the
education of our customers in the benefits of
xeriscaping, by several organizations including
the American Water Works Association and the
National Xeriscape Council, Inc. In addition,
our Company sponsored a 4-H group from Florida
which won both state and national conmpetitions
regarding conservation/xeriscaping programs. We
are very proud of these achievements. |

IS8 THERE A PRICE TO BE PAID POR THE COMPANY'S
CONSERVATION EFFORTS?

fes. Compliance with DER's tertiary treatment
requirements for public access reuse rgquires
Southern States' to make significant capital
investments in its wastewater facilities. In
addition, the reuse of effluent by former water
customers will reduce water sales thus decreasing
the sales base over which our fixed costs may be
spread. However, Southern States agrees with the
policy of the State of Florida and its regulatory
agencies that although the treatment process for
reuse is expensive, reuse frequently is both the
lowest cost alternative available for effluent

23
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disposal and a cost-effective alternative to
depleting precious underground water sources.

HAVE THERE BEEN OTHER CHANGES FOSTERED BY
REGULATORY REQUIREMENTS WHICH HAVE INCREASED THB
COST OF PROVIDING WATER AND WASTEWATER SERVICE?
Yes. Staffing requirements also have changed due
both to changes in DER regulations as well as
operational requirements (to meet higher demands
associated with growth) to sgatisfy the daily
needs of our customers. In addition, in
September 1988 the Commission issued a management
audit review (the "Audit Report") regarding
Southern States. Forrest Ludsen, Vice President
in charge of Customer Services, will describe the
Audit Report and its impact on Southern States in
detail. Generally, the Commission's Audit Report
recognized that as of September 1988, Southern
States had grown to such an extent that the
internal management practices and procedures
required a comprehensive overhaul. In short, the
Staff audit admonished Southern States by
recommnending that it "act its size." The report
contains seventy-nine recommendations for changes
in Southern sStates' management practices and
procedures which are rated high, medium and low
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priorities. As Mr. Ludsen indicates, after
careful consideration of the Audit Report
findings and negotiation with the staff of
modification to certain recommendations, Southern
States agreed with and has implemented all but
two of the Commission's recommendations. I feel
strongly that the audit findings and
recommendations were well-founded. After nmy
arrival at Southern States, I would have
implemented similar changes even had the Audit
Report never been issued. It also must be noted
that the import of Staff's 1988 recommendations
has increased with the more than doubling in size
of Southern States through the acquisition of
Deltona and United Florida Utilities Corporation
in 1989 and Lehigh in 1991.

COULD YOU BRIEFLY DESCRIBE THE IMPACT OF
IMPLEMENTING THEE AUDIT RECOMMENDATIONS ON THE
CORPORATE BTRUCTURE OF SOUTHERN BTATES?

In general, implementation of the recommendations
has created a more defined corporate structure
comprised of various new departments with clearly
delineated areas of specialization. Mr. Ludsen
will provide a detailed analysis of the costs and
benefits associated with the implementation of
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the audit recommendations. This analysis is
important since many of these costs and benefits
are associated with administrative and general
("A&G") matters. Mr. Ludsen's analysis also
confirms that the level of A&G expenses allocated
to each of our systems are reasonable for the
services provided to our employees and our
customers.

ARE THERE ANY ADVANTAGES WHICH SOUTHERN BSTATES
OFFERS TO ITS CUSTOMERS IN MEETING THE COST8 OF
COMPLIANCE WITH THE LAWS AND REGULATIONS YOU HAVE
DESCRIBED WHICH NIGHT NOT BE AVAILABLE TO OTHER
CONSUMERES OF WATER AND WASTEWATER SERVICES IN
FLORIDA?

Yes. Our customers can expect to be served by a
professional utility company dedicated solely to
providing high gquality utility service. Our
management goals and practices are not distracted
by the desire to sell lots or achieve short term
advantages. Rather, as confirmed by Mr. Arend
sandbulte, Chief Executive Officer of our parent
company, Southern States is in the water and
wastewater utility business for the long haul.
Southern States represents a family of water and
wastewater providers that obtain tax, accounting,
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billing, collections, customer service, payroll,
pensions and benefits and other administrative
and general services on a consolidated basis
primarily from one source. In addition to
benefits in efficiency, the size of this family
of utilities enahles us to hire specialists who
concentrate their efforts on certain limited
fields of expertise and identify areas where
costs can be decreased or the quality of service
improved. 1In this way, Southern States is able
to, among other things, keep abreast of the
latest advances in water and wastewater treatment
technology, capitalize on cost-saving measures in
medical and health insurance as they arise,
reduce or otherwise minimize increases jin the
cost of chemicals and other supplies through bulk
purchases made under a bidding process, better
monitor customer service orders and complaints so
as to identify problem areas more quickly and
increase customer satisfaction. In addition,
membership in the Southern States family of
utilities provides customers served by all of our
approximately 150 systems with immediate access
to considerable personnel resources during times
of emergency or unusual occurrences thereby
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reducing both the response time as well as the
possibility that service to our customers ever
would be interrupted. Also, Southern States'
size has permitted us to develop a process by
which spare utility equipment and accessories
have been identified and may be made available to
any system in emergency situations with a minimum
amount of delay. This process often will
eliminate the waiting period for equipment to be
ordered from and delivered by a third-party
supplier thus further reducing the possibility of
service interruptions to Southern States!'
cpstomers. As an example, soon after Lehigh
joined the Southern States family Of.utilitiEB,
we discovered that the Lehigh water system was
exceeding the standard for trihalomethanes., Due
to our equipment sharing process, we were able to
provide Lehigh with ammoniation eguipment from
another plant to reduce the trihalomethane
problem on a temporary basis until new equipment
could be obtained from the manufacturer. Thus,
we were able to expedite the resolution of the
trihalomethane problem at Lehigh and restore
compliance with the state standard in the most
expeditious manner possible. These are all
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A.

significant reasons why we believe our customers
are benefitted by having Southern States as their
water and wastewater service provider.

DOES8 THAT CONCLUDE YOUR DIRBCT TESTIMONY?

Yes, it does.
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Amelia Tsland

I Wastewater Treatment Plant Expansion. Approximate cost:
$1,942.000

Chyluota

1. Water Transmission & Distribution Facilities (net of CIAC).
Approximate cost: $165.000

itr rin

1. Water Transmission & Distribution Facilities (net of CIAC).
Approximate cost: $316.000

lton k

1. Wastewater Treatmem Plant Improvements. Approximate
cost: $2.278.000 :

2. Wastewater Effluent Disposal Systems to Two Golf Courses.
Approximate cost: $2,781.000

Fox Run

1. Water High Service Pumps. Approximate cost: $118,000

Hermit' v

1. Walter Distribution Interconnect to Plant (net of CIAC).

Approximate cost: $120.000
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Marion _Qaks

1. Water Transmission & Distribution Facilities (net of ClAC).

Approximate cost: $745,000

2. Water Treatment Plant & Well Additton. Approximate cost:
222,000 '

Pine Ridge

1. Water Transmission & Distribution Facilities (net of CIAC),
Approximate cost: $625.000

Rosemont

1. Water Treatment Plant, Well & Transmission Addition.
Approximate cost: $253.000

alt Sprin

1. Water Treatment Plant & Well Addition. Approximate cost:
$317.000

South Forty

I, Wastewater Treatment Plant & Effluent Disposal Addition.
Approximate cost: $276.000

Spring Hill

1. Water Transmission & Distribution Facilities (net of CIAC).
Approximate cost: $1.529.000

2.  Water Distribution System Relocation required by Hernando
County. Approximate cost: $596.000

Sugar Mill Woods

1. Water Treatment Plant & Well Additions. Approximate cost:

$886.000
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Sunnv_Hills

1. Wastewater Treatment Plent Improvements. Approximate
cost: $114.000

‘niversi hor

] Water Treatmient Pient & Rescovesr Addition. Approsama
cost: $322.000

2. Water Transmission & Distribution Facilities (net of CIAC).
Approximate cost: 3810,000

3. Wastewater Effluent Disposal Pumping. Approximate cost
$148,000

4, Wastewater Effluent Disposal at FPL R/W. Approximate cost:
$448 000

5. Wastewater Treatment Plant Improvements.  Approximate
cost: $168.000

Woodmere

1.  Wastewater Effluent Disposal Outfall. Approximate cost:

291,000




Exhibit ___ (BTP-2)
Cover Page

WATER UTILITY BENCHMARKS REVISED -
STANDARD & POOR'S CREDITWEEK
DATED JUNE 15, 1992




aft

CREDIT COMMENTS

FERC turned down an aprecd-upon aie for &
20-vear transmission conitradt batwien Penelec
and & QF cuxtomer. The proposed rate had
heen based on embedded cost with an Oﬂ:'ortu-
nity cost “addor”; howaver, FERC would anly
agree to the higher of either embedded «ost or
oppUtUNity Coat,

n ;g_grovt'ns Entergy's transinission access
Hiing, FERC st anothur precedunt by allowing
recovery of stranded Investiment. FOr this Prowi-
106 the key will 0e in adequalely decermining
how much of the seller’s generating or trang.
missior. cepaclty will actually be stranded by o

EXHIBIT {BTP-2})

PAGE 1 of 2

noncontractual wholesals custoner ledving (he
system, in other words, hovr lang it will ke
Tor the aeller's permpining native load to grow
intd e capacily.

Ae with opportunity cust pricing, FERC's im-
plecnentstion through price setang wiil derer-
mine whethér native load customers end up
aubsklialrng these wholesale customvers. Should
that happen, highte resulting rates could yme
PAIr the ufility's competitive positicn,

Phiity Edwards, municipal finance (2175 208-1854

- Debed Bromburg, cormarnle fino 1ce (212} 208-1657

WATER UTILITY BENCHMARKS REVISED

S&P has revised its public financial bench-
trarky far investar-owoand welsr utiltices, The
more stringent siandards see table ot nexi pnr)
ere implemented as a result of SkP's conclu-
sion that credlt risk has escalstad in the wites
utllity industry tn recent years due to signifi-
cant challenges related 0 developing furure
water supplles and assuring the quality of ex-
{gtng supplies.

In essence, S&P belizves that increased busl-
nets Tisk should be offset by a :'mnﬁer finan
clal profile i maintain the came rating, if all
other fnctors remain the same. The new stand»
ards wil) be implemented gradvally %o provide
waler ubllty management und regulators the
spportunity to reduce financial 2verage or take
other mensures 1o address 3&P 5 concerns.

The benchmarks are only fu!dcllnn end aps
not meant to be cubstituted for in-depth finan-
cial and credit analyses. The guidelines are de¢-
signed to measure financlal performance, rigk,
and protection, and to relate that information
1o S&F's bond ratings. While thess rations are
deemed most Importing 34l uses many dther
financial statistics in tha ralag process. A quak-
tative ascessment of 3 water uiility’s busingss
profile 14 just as vital to thy final rating deter-
mination.

NEW CHALLENGES

Concerns over the adequacy of the water
supply are particulsrly eelevant in the waeswen
U8, and have been hlil\l! hted by the six-year
drought tn California. Utlites are loss Ukely to
vontinue to develop and enhance water supply
through the maore {1 editlonal appioach of large-
scaled water projects consining of a network

of damsg and reservolre. Thiy i3 due to lgss de- .

velopable sites and Increstad snvironmantal
ens I!v{?v. Howevas, tethnelogleal advances
are providing slternatives to (raditional ap-
proaches,

Ty

FIANDARD & FOOR'S CREDITWESK

o R

Thus far, desalimaton and water mclamation
have beeny used 10 & ymall Segree. These prove
dures require large capiul Investment and cur-
rently renain relatively uneconomical.

A maore cott-offective mathod to develop or
enhance curmment water supply s through con-
servation. 1owaver, with conservation comes
reductions in sarnings and highar expenses that
ned 10 be recovered, o

Another major ¢challenge for many water
utilities ic the ongoing implementation »f \he
1986 amendment to the Safe Drinking Waler
Acdt (SDWA) of 1974, The SOWA amendimens
are lmpasing more stringent water guality
siandards telating e specified lavels of sub-
pances found Lo both sucface and groundwater
suppliss. Higher water quality slandards are
cantribyHng to significant Ainancing and regu-
latory presaupes for the indusiry.

COngoing evolution of the Act is axpected 22
the Environmental Pratection Agency (BPA’
continyes to revicw contaminaats that ma
have an adverse impact on public health, Cup
rently, the more significant propased and a4,
pated rulee ary for testing and monitoring con
taminanty in water suppiy, radionuclides, and
disinfecden/dlsinfectinn by-products. The EPA
cantinues to prommuigate slowly these stand-
ards, largely because of the time needud 1o e
view pertinent informaton and data beiore js.
suing additional standard;.

FINANCIAL 8:nESE

Urlike the Clean Al AcY's Impact on a wlezt
numbar of glectric utihities, SDWA requirey vir
tually the entire Industry w improve .:xlmnP
trentment and related facilities. ]Ph.is will result
In significant capital additlons cn tep of al-
ready escaluting spending an digsributlon Infra-
sruclure. FInaning these lage raw-base addi-
tions—which are nanrevenus.producing
atuetts will be difficult. [oternal cosh geners-
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hion {s weal, with low deprecletion rates (usy-
Iltl&' about 2% versus around 3% for elsciric
uttlities), and low authorized return on equity.
A & regult, dapendance on external firancing
and 1ate tellef requirmments wiil Intenaity.

Moreover, Jow authorized rerurns may atiect
the industry’s abDiry 10 attract necessary caplts)
{0 develop new water sugpns and uparade
the quality of xisting supplies.

LY

REQULATOAY GONCERNE

Poor Intérnal cash generation along with
modast demand growth of uader 1% will re
quire state utility regwlators to play an even
more significant role in the future financial
well-being ¢! the Industry. Traditional rate-
making pelicy has not provided suificient
credlt fupport during the construction cycle of
the electric irdustty ever tha past 15 years, To
awold & yepeat in (he water industy, regulators
must be gware of the Ingedsed chollanges the
industry faces, With large ratecbace additions,
along with Increasing ponrevence-producin
azsety to meet future and aument water needs
anc mandated water quallty standards, regula.
tors will nesd to implament innovalive regula-
tory paliey to allow for reasonable Mnancia)
protection Teasires.

Techniques 10 be conidered to prechude fi-
nangial groslon include future tent year, auto-
mnatkg ad'lg:mem clauses (for large expense
items), allowing o cagh 1etumn an constmuction
wark in obs, higher earnable returns, and
incrmased depreclation rates.

ADLE NF MANADEMENT

Water utllity mansgement must 4o 1ty part
by continuing 1o e aggressively for Umaly
tule rellef 30 that the financial profiles of their
utilities are no! nagaiively affecred by regula.
tory lag Moreover, management must continue
to educate the public snd tegulators about the
:'hoh range of challenges facing the water in-

ul
Be?:md (e sieps, it 15 even mose fmportant
for management o position thelr wlilities finpre
clalty by maintaining reasonable capital strug-
tures during the construction phade fo Jitnit #-
nancie! deterioration. This will halp utilities
fnalinialn theiz financinl profites in line with
S&I™1 revised benchniord, guideiings and may

. pravent credit quality ersston.

John | Bilardelle (212) 208-1525
Raymond M. Leung (215) 208-1421

-

NEW RULES, POOR FINANCIALS IMPACT GAS PIPELINES

S&T recently concluded 48 evaluation of six
natural gus pipeline companies that had been
placsd on CreditWatch with negative implica-
tions. The piacement of the ratings on Credit
Waich was tri';nrad mainly by disappeint-
mén) cver the Fnanclal profils of each of thew
tampanies. Five of tha six bysteme had their

36 SIANDARD & POOR'S CREDITWERL

mtings downgraded, and certatn speciic secu-
ﬂt{lnm fel] into aprculative-grade Lerritory.

evestheless, four of the tix opersting pips-
Enss maintained thly investimant-grude status,
despite financlels that are weak for {hese rat-
ings. The maintenance of investment-grade rat-
ings reflacta S&P'x opinlon that financle) o
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