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DIRECT TESTIMONY OF BERT T. PHILLIPS 

BEFORE THE FLURIDA PUBLIC SERVICE COMMISSION 

on behalf of 

SOUTHERN STATES UTILITIES, me. 
AND DELTOPJA UTILITIES, INC. 
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Q* 
A. 

Q* 

A. 

Q m  

A.  

0. 

PLEABS STATE YOUR MAXB I U D  BUSIHESS ADDRESS. 

My name is Bert T. Phillips and my business 

address is 1000 Color Place, Apopka, Florida 

3 2 7 0 3 .  

WEAT I8 Y O m  POSITIOM WITH SOUTH- B'P1ITEB 

UTILITIES, IHC,  U D  DaLfOHA UTILITLBS, IHC,? 

I am Chairman and President of Southern States 

Utilities, Inc. and Deltona Utilities, Inc. 

These companies were legally merged on July 15, 

1992. Therefore, hereinafter I will refer to 

them collectively as "Southern States". I also 

serve as Chairman and President of -high 

Utilities, Inc. (m%ehigh"). 

PLEASE DESCRIBE YOUR IDUCATIOHAL BACRORU-? 

1 hold a Bachelor of Science degree in marine . 

engineering from the  United States Merchant 

Marine Academy and a Masters in Buaineas 

Administration from the  University of Idaho. I 

also have attended numerous schools, seminars, 

conferences, workshope and short courses on 

utility management and engineering over the past 

3 0  years which were sponsored by various 

professional associations, universities and 

engineering firms. 

PLEASE DESCRIBE Y O m  ExPmImc# Illl trPXfiXTY 

1 
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A. 1 am a director of both the  National Association 

of Water Companies (rNAWC1*) and the Florida Water 

Works Association as well as a member of the 

American Water Works Association (IgAWWA"). 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 w i t h  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 muderated 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, like 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 
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customers have an additional voice in federal and 

state affairs affecting our customers. 

EAVZ YOU EVER T18TIPIED B-ORE THI PMIRIM PUBLIC 

SERVICE COIQ1IIBSIOI? 

Q. 

A. Y e s ,  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, fnc. on 

April 1, 1992. I also have submitted pre-filed 

direct testimony on behalf of Lehigh in Docket 

NO. 911188-WS. 

Q* PLEASE OESCWIBZ YOUR R~8PO#BXBILITIBB A8 C E A Z m  

IWD PRESIDENT Or BOVTEI- BTATES. 

A. I oversee the  management of a l l  aspects of 

Southern States' business operations including 

the utility operations, finance, engineering, 

administration, legal, ratemaking and customer 

service areas. f a l so  am responsible for 

Southern States'  long range strategic planning. 

Q. PLEAS= DESCRIBE SOUTHERM STATES' PILIbto I10 TRIB 

CAS$ 

A. On May 11 and June 17, 1992, Southern States 
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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  t o t a l  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 consisting of the twelve months ended 

December 31, 1991. This test year coincides with 

Southern States' 1991 fiscal year. 

Q. toHm D I D  SOUTH- STATES' BYBTEMS LABT OBTAZH 

RATE RELIEF? 

A. Volume I, Book 1, pages 4 through 6 of the M F R s  

identifies the docket number and date of th8  last 

Commission rat8 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 s ince  Southern States has had 

rate relief (exclusive of indexing and/or 

pass-throughs) on certain systems. 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 
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First District Court of Appeals. The appeal wae 

denied by the  First Diatrict Court of Appeals on 

July 16, 1992. Southern States fa contemplating 

an appeal to the Florida Supreme Court at the 

time o f  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  t w o  systems which had been 

included in Docket No, 900329-WS but which are 

not included in this proceeding. The test year 

request w a s  approved by the  Commission by letter 

dated July 7, 1992 and Docket No. 920655-WS has 

been assigned to that proceeding. 

Q. VHAT ARE THE CaUSES 808 SOUTH- ITATg8' RATS 

BfLIWQ? 

A. As I just indicated, it has been as much a8 22 

years since Southern States has obtained rate 

relief for certain systems, Therefore, by the 

estimated effective date of new rates in t h i s  

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 costs incurred to provide 
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continued safe, efficient and sUfficient service 

to our customers. Despite recent aqqressive 

efforts to achieve new economies in the rendition 

of service, Southern States' current rates are 

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 filinq. 

Q. 	 IS IT TRUB THAT SOUTBBRB STATBS BAS MADB MORB 

'1'HU $50 MILLIOR CDT 01' CIAC) III CAPITAL 

IBVBSTMBBTS IR UTILITY ABSftS SINCB HB LAST RATB 

ORDBRS :rOR '1'BB SYSTBMS INCLUDBD III HIS :rILIIIG? 

A. 	 Yes. Southern States has invested a total of 

approximately $25 million in the water and $25 

million in the wastewater systems included in' 

this filinq since rates were last established. 

Q. 	 I SBOW YOU BXHIBIT CBTP-l) UNDER COVER PAGB 

BNTITLBD "MAJOR ADDITIOIIS PLACBD IR SERVICB IR 

1110 um 1111." WAS HIS BXHIBIT PRBPARBD BY YOU 

OR UNDER YOUR DIRBCTIOR um SUPBRVISIOR? 

A. 	 Yes, it was. 

Q. 	 COULD YOU BRIB:rLY DBSCRIBB THIS BXHIBIT? 

A. 	 This exhibit identifies a number of the more 

siqnificant capital investment projects which 

Southern States placed in service in 1990 and 
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1991 alone as well aa the approximate cost of 

such projects. Many of these improvements were 

necessary to meet increasingly stringent 

Environmental Protection Agency or Florida 

Department of Environmental Regulation ( n D ~ " )  

standards. Other capital improvement projects 

were undertaken to ensure reliability of service, 

to compensate for deteriorating w a t e r  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 t h i s  exhibit 

for Deltona wastewater system improvements 

represent costs incurred to s top the discharge of. 

off luent into Lake Monroe, a practice carried o u t  

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 i n  compliance with the 

terms of the consent order, Southern States 

successfully eliminated t h i s  discharge prior to 

November 1, 1990. Effluent f r o m  the Deltona 

wastewater system now meets DER public access 

requirements and now is 100% reusable. 

a 
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m T  W A S  THB RATE Or BFP- EXPEIIEMCED BY 

80-m STATES TOR TEE BISeAL YEAR EJDBD 

DBC-BR 31, 19913 

A. The rates of return for the fiscal year ended 

December 31, 1991 were 3 . 0 7 %  for the water system 

and 1.74% for the  wastewater system. This is 

equivalent to a negative return on equity of - 
7 . 0 7 %  and -10.18%, respectively. These return8 

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 example, as the 

Commission is aware, in December of 1984 the 

financial situation of Deltona Utilities, f n c .  

(qmDeltona") 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, a l l  of which w e r e  favorable to the 

lenders. As the  Commission is aware, the courts 

c o n f i n e d  that utility customers must pay for 
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A, 

A. 

such interest and other debt related costs in 

rates. 

UEAT IS THE RET- OM EQUlTY REQU168TED BY 

BOUTHEIW S'PATES IW TEIS PROCEEDrHa? 

The requested return on equity for water and 

wastewater operations combined is 12.839. Scott 

Vierima will discuss how this return was 

determined. Joseph P. Cresse and Helena mucks 

will discuss how we propose to recover this 

return in customer rates. 

PLEABE IDENTIBY TEE OTHER UI'MpE88~8 WE0 WILL 

TESTIFY IH THIS PWOCEEDfHa OH BEgAW Of SOUTHERS 

STATES AND THE TOPICS TEEY WILL ADDRZSS. 

The following is a Ifst of the  witnesses who will 

provide direct testimony in this proceeding, Of 

course, additional 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 

(S ta f f )  or intervenors in this proceeding 

witness mQk2a 
Wend J, Sandbulte -Minnesota Power O v e r v i e w a d  

Goals in Florida 

Bert T, Phillips -Overview 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 

Expenaes 

-Application of the 

commission's 0 & M 

Benchmark Guideline 

-Impact of Commission's 1988 

Management A u d i t  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 A u d i t  on 

Operations 

-Customer Complaints received 

by the Commission during the 

Test Year 

-Used and Useful Utility 

Property 

-Margin Reserve 

-Depreciation L i f e  of R.O. 

Permoatoro 

11 
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Gary S. Morse -Used and Useful Utility 

Property 

-Margin Reserve 

Joseph P. Creme -Rate Design (Theory and 

Justification) 

Helena Loucks -Rate Design (Mechanics) 

Q. PLEABE DESCRIBE THB SCOPE OF YOUR TlSTXlIOllrY IN 

T818 RROCEEDIHa. 

A. 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 w i t h  regulatory 

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 l a w s ,  ru les ,  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 

12 
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expenses and of ten  the level of capital 

investments which are required. 

COULD YOU BRIEBItY DBSCRIBl TEI CORPOEUTB QUAL8 

lllso PBfLOSOPEY OF BOVTHEW BT'ATES' m a w ?  
Q. 

A. Southern States' management is dedicated to 

ensuring that our customers receive the highest 

quality service at the lowest posaible 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-11, we are in an era in which 

significant c a p i t a l  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. 

Q m  HAVE THERE BEE# AHY ACmOWLBWEMTS BY C ~ I S S I O C O  

PERSONNEL OB TEE INEVXTABILITY 08 BIOBZR mTPS 

DWE TO INCREABEO WEGULATIOaP? 

13 
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A. Yes, as Commissioner Betty Easley stated last 

year in her presentation to the Southeast 

Association of Regulatory Utility Commissioners: 

"Florida really comprises four distinct unique 

g8OgraphiC and hydrologic makeup, and because of 

the uniqueness we have seen the  cost of water and 

wastewater service for an average household reach 

$1.00 per month in s o m e  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 

m o s t  parts of Florida where people want to live 

isn't exactly Rocky Mountain quality." 

Commissioner Easley continued to state  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 

WS and federal environmental requirements." 

agree with the  Commissioner's statements arq 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 

capi ta l  expenditures are necessary to comply 

with the health etandarde mandated by the 

[Environmental Protection Agency] and the 

Congress, 

Q. COULD YOU BRIEFLY DEBCRIBS TEE HEW EBZLLTB 

BTANMRDS 161wDATED BY TE1 m f R m A L  

PROTECTIOM AGENCY AMD COHQaEPS TO WEXCE 

C O M M I B S I O ~ R  EABLEY WAS Rxrmtmwn 
In 1986, Congress amended the  Safe Drinking Water 

A c t  to require the eStabliShm8nt of new drinking 

water quality and treatment regulations. To 

fulfill this requirement, the Environmental 

Protection Agency (sEPAn) developed new 

regulations and "maximum contaminant levels" for 

volatile organic chemicals, fluoride, surface 

water treatment, t o t a l  coliform bacteria, 

radionuclides, additional synthetic organic and 

and inorganic chemicals, disinfectants 

disinfection by-products. The DER has 

implemented and is aggressively enforcing new 

regulations consistent w i t h  the  federal laws and 

EPA regulations. As I will discuss later in my 

testimony, these new regulations not only have 

A. 

15 
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significantly increased the capital requirements 

and corresponding treatment coats of water 

utilities but a l so  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' wastewater 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. 

Q- CAM YOU OFFER AMY 8UBSTAlTIATIOH THAT THE L A W 8  

AwD REOUI;ATIONS YOU HAVg R E B m D D  10 HAVIua 

TEE ECONOMXC ~COEISBQWEaJeES YOW RAVE PORTRAYED? 

A. Certainly. A review of any number of periodicals 

and trade journals will confirm that the  Safe 

Drinking Water A c t  and regulations enacted by the 

states to enforce it are increaoing the cost of 

providing water and wastewater service throughout 

the  country.  For instance, in the June 15, 1992 

issue of Standard st Po or'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 SLP'a 

conclusion that credit risk has escalated 

in the  water utility industry in recent 

years due to significant challenges related 

to developing future water supplies and 

assuring th8 quality of existing supplies 

. . Another major challenge for many water 

utilities is the ongoing implementation of 

the 1986 amendment to the Safe Drinking 

Water A c t  (SDWA) of 1974. The SDWA 

amendments are imposing more stringent water 

quality standards relating to specific 

levels of substances found i n  both surface 

and groundwater supplies. Higher, water 

quality standards are contributing to 

significant financing and regulatory 

pressures for the industry. 

Ongoing 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 t e s t ing  and 

monitoring contaminants in water supply, 

17 
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radionuclides, and disinfeetion/diainfection 

by-products. The EPA continues to 

promulgate slowly these standards, largely 

because of the t h e  needed to review 

pertinent information and data before 

issuing additional standards, 

Ffnancial_Straas 

Unlike the Clean A i r  Act 's  impact on a 

select number of electric utilities, SDWA 

requires virtually the ent ire  industry to 

improve existing treatment and related 

facilities. This will result in significant 

c a p i t a l  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, A s  a resu l t ,  

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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cap i ta l  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 Statem' coat of 

capi ta l .  However, I will beat him to the punch 

by quoting further from the article in 

5 Poor itweek (June 15, 1992), wherein the I s  

perspective of potential lenders and other 

cap i ta l  providers can be gleaned. The article 

continues: 

Poor internal cash generation along w i t h  

modest demand growth of under 1% will 

require sta te  utility regulators 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. W i t h  large rate-base 

additions, along with increasing nonrevenue- 

producing assets to meet future and current 

19 
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water needs and mandated water quality 

standards, regulators will need to implement 

innovative regulatory policy to allow f o r  

reasonable f inancia l  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. 

0-  I 8EOW YOU ZXEIBIT (BTP-2 1 UMDEII COVER PAGE 

EMTITLEI) "WITER UTILITY Bm-8 m I 8 E D  - 
AIlD b POOR DATED J U M l  15, ' 8  a m  

1992.'' W A B  THIB E m f B f T  PREPAWED BY YOU OR UNDER 

YOUR DIRECTIOI AND SUPeJ1VISIO~? 

A. Y e 8 ,  it was. 

Q* IS THIS TH3 ARTICLE BElOH UEICH YOU EAVB JUST 

QUOTED AT LEHWPH? 

A. Yes, it is. 

Q. ARE THERE AMY OTHER REASOM8 WHY BOUTHEIUO BTATES 

HAS BILtD fT8 APPLICATIOH FOR RATE RELIEI. 

A ,  Yes. A s  I previously noted, new laws and 

regulations haV8 been enacted at both the federal 

and s t a t e  levels which have dramatically 

2 0  
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increased the level of investments Southern 

States has been required to make in its water and 

wastewater facilities. As a result of these 

investments, the coot of Btaffing, operating and 

maintaining the required additional facilities 

and t e s t ing  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 forego the  required rate relief. 

Q. COULD YOU DESCRfBE 80m Or TEE R-ONS FOR 

INCREASED IMVESTMEMTB AGSD EXPEISSES YOU BAVB 

IEHTIOMBD IH FURTHER DETAXL? 

A, Yes, I would be glad to generally describe those 

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 t e s t s  of its water and effluent, and often 

on a more frequent basis. The Florida Department 

of Environmental Regulation (*DERBo) recently has 
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promulgated new rules concerning the 

stabilization, removal and disposal of sludge. 

In addition, DER rules require advanced 

"tertiary*' treatment of effluent t o  meet DERls 

'Ipublic 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 8 8 %  

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 addit ion,  Southern States utilizes spray 

irrigation and percolation ponds to dispose of 

effluent at virtually a l l  of ita 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 satisfy the 

State's, as well as Southern States '  own, 

conservation goals. 

Q* HAS SOUTHERN STATES' BE= C-CJDED FOR ITS 

COWERVATIOM EFFORTS BY VARIOUS ORQAblfPATIOl?S IH 
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TEI PAST? 

A. Y e s .  Southern State8 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, I n c .  In addition, 

our Company sponsored a 4-H group from Florida 

which won both state and national competitions 

regarding conservation/xeriscaping programs. We 

are very proud of these achievements. 

Q* IS THERE A PRICE TO BE PAID FOR TBE COMPAMY'S 

CONSERVATIOI EFFORTS? 

A. Yes. Compliance w i t h  DER'S tertiary treatment 

requirements for public access reuse requires 

Southern States' to make significant capi ta l  

investments in its wastewater facilities. ~n 

addit ion,  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 



4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

1 4  

15 

16 

17 

18 

19 

2 0  

21 

22  

23 

2 4  

2 5  

Q* 

A. 

disposal and a cost-effective alternative to 

depleting precious underground water sources, 

RAVE THERE BE- OTHER m a 1 8  POSTmED BY 

RBQUJWLTORY R#QUIRZHEMTS 1cBXCE HAVE XMCRBA8ED TBH 

COST OB PROVIDfW WATn lllpD mTEWATER SERVICI? 

Y e s .  Staffing requirements a l so  have changed due 

both to changes in DER regulations as well as 

operational requirements (to meet higher demands 

associated w i t h  growth) to satisfy the  daily 

needs of our customers, In addition, in 

September 1988 the Commission issued a management 

audit review (the " A u d i t  Report") regarding 

Southern States. Forrest Ludsen, Vice President 

in charge of Customer Services, will describe the 

A u d i t  Report and its impact on Southern States in 

detail. Generally, the Commfasion's A u d i t  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 

recommending that it "act its s i z e . "  The report 

contains seventy-nine recommendations for changes 

in Southern States' 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  A u d i t  Report 

findings and negotiation with the  staff of 

modification to certain recomendations, Southern 

States agreed with and has implemented a l l  but 

t w o  of the Commission's recommendations. I feel 

strongly that the  audit findings and 

recommendations were well-founded. After my 

arrival at Southern States, I would have 

implemented similar changes even had the Audit 

Report never been issued. It a l so  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. 

Q* COULD YOU BRIEFLY DESCRIBE TEE I#PACT O f  

f#PLEMENTI#Q THE AUDIT R E C ~ E H D A T I O M B  OH TEE 

CORPORATE STWWCTURB OF S O I P P H ~  STATES? 

A. 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. Ludaon 

will provide a detailed analysis of the costs and 

benefits associated with the implementation of 

25 
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the  audit recommendations. This analyois is 

important since many of those 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. 

Q. ARE TIERS ANY ADVANTAGES UEICB BOVTSELIIII STATE8 

OFPER8 TO ITS CUSTOMERS XM YEETIWQ THI COSTS OF 

COMPLIANCE UITE TEE LAWS IU50 REgVLXTXOlS YOU EAVI 

DESCRIBED WEICH MIOET MOT BE AVAILABLB TO OTffm 

COMSUMERS OF WATER AUD UABT8WATm BERVICPls Il 

FLORIDA? 

A ,  Y e s .  Our customers can expect to be served by a 

professional utility company dedicated solely to 

providing high quality utility service. Our 

management goals and practices are not distracted 

by the  desire to sell l o t s  or achieve short term 

advantages. Rather, as confirmed by Mr. Wend 

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, 

2 6  
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billing, collections, customer service, payroll, 

pensions and benef i t s  and other administrative 

and general services on a consolidated basis 

primarily from one source. In addition t o  

benefits i n  efficiency, the s i z e  of this family 

of utilities enables us to hire  specialists who 

concentrate their efforts on certain limited 

f i e l d s  of expertise and identify areas where 

costs can be decreased or the quality of service 

improved. In t h i s  way, Southern States is able 

to, among other things, keep abreast of the 

la te s t  advances in water and wastewater treatment 

technology, capitalize on cost-saving measures in 

medical and health insurance as they arias, 

reduce or otherwise minimize increases in the 

cost of chemicals and other supplies through bulk 

purchases made under a bidding procem, 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 a l l  of our 

approximately 150 systems with immediate access 

to considerable personnel resources during timer 

of emergency or unusual occurrences thereby 
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reducing both the response time aa 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 t o  be 

ordered from and delivered by a third-party 

supplier thus further reducing the possibility of 

service interruptions to Southern States' 

customers. As an example, soon after Lehigh 

joined the  Southern States family of utilities, 

w e  discovered that the  Lehigh water system was 

exceeding the standard for trfhalomethanes, Due 

to our equipment sharing process, we were able to 

provide Lehigh w i t h  ammoniation equipment from 

another plant to reduce the trihalomethane 

problem on a temporary basis until new equipment 

could be obtained from the  manufacturer. Thus, 

w e  were able to expedite the  resolution of the 

trfhalomethane problem at Lehigh and restore 

compliance w i t h  the state standard in the most 

expeditious manner possible. These etr0 a l l  

2 8  
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4 Q. DOES TEAT COHCLUDE YOUR DIRECT TESTIYO#Y? 

5 A. Y e s ,  it does. 

significant reasons why we believe our cumtomers 

are benefitted by having Southern Statea as their 

water and wastewater service provider. 
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Malor Add itions P laced in Service i n  1990 a nd 1991 

Amel ia  Island 

1 .  Wasteuater Trsatment Plant Expansion. Approximare C O S I :  
$1,944.000 

1. Water Transmission & Distribution Facilities (net of CTAC). 
Approximate cost: $ 1  65.00Q 

Citrus Sp r i n u  

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

Deltona La kes 

1 . Wastewater Treatment Plant Improvements. Approximate 
cost: $2,278.000 

2.  Wastewater Effluent Disposal Systems to Two Golf Courses. 
Approximate m r :  

1. Water High Scrvicc Pumps. Approximate cost: $ 1  18.00Q 

Hermit's Co vg 

1 .  Water Distriburion Interconnect to Plant ( n e t  of CIAC). 
Approximate cost: 5 I 20.00Q 
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I 

2 .  Approximate cost: 

Pine R i d g e  

1 .  Water Transmission & Distribution Facilities (net of CIAC). 
Approximate cost: $625.00Q 

Rosemont 

1 .  Water Treatment Plant. Well & Transmission Addition. 

Approximate cost : 

Approximate cost: %2S3.00Q 

$ al t SDri n as 

1 .  Water Treatment Plant 8; Well Addition. 
-. 

South Forty 

1 .  Wastewater Treatment Plant & Effluent Disposa 
Approximate cost: $2  7 6 .OOQ 

Hill  

Add i t i dn. 

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

2.  Water Distribution System Relocation required by Hernando 
County . Approximate cost : S 5 9 6.000 

Supar Mill Woods 

1 .  Water Treatment Plant Br Well Additions. Approximate cust: 
5886.OOQ 
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U‘ater Transmission & Distribution Facilities (net of CIAC). 
Approximate  COS^: $ 8  I0.000 

Wastewater: Effluenr  Disposal Pumping. 
$ I48.OOQ 

Approximate cost:  

Wastewater Effluent Disposal a t  FPL RW. 
$448  .OOQ 

Approxjmate Cost: 

Wastewater Treatment P 1 ant  Improve men t s. 
cost: $168.000 

Woodmere 

1 , Wastewater Effluent Disposal Outfall. 
$291  .OOO 

Approximate 

Approximate cost: 
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