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Q- 
A. 

0. 

A. 

Q* 

A. 

PLEASE STATE YOUR AMD BUSIlESS ADDRESS. 

My name is Arond J. Sandbulte, and my business 

address i a  Minnesota Power st Light Company 

(Minnesota Power), 3 0  West Superior Street, 

Duluth, Minnesota 55802 .  

BY mold ARE YOU EDLOYEP AM) I# WEAT CAPACITY? 

My position fs Chairman, President and Chief 

Executive Officer of Minnesota Power. 

PLEASE DESCRXBE YOUR EDUCATIOMU AND PROBESSIOB?AL 

BACKGROUND AB WELL AS YOUR RESPO~SfBILITI~8 XY 

YOUR CURREMT POSITIOI. 

I am a 1959 graduate of Iowa State University 

w i t h  a Bachelor of Science degree in Electrical 

Engineering. I also obtained a Master's degree 

in Business Administration from the University 

of Minnesota in 1966. I began my career as a 

rate engineer w i t h  Northern States Power Company 

in 1959. I moved to Minnesota Power in 1964 

where I originally served in a similar capacity. 

I was promoted to financial assistant in 1965, 

and to Director of the Budgets and Research 

Department in 1966. I was named Assistant Vice 

President of the Research and Corporate Planning 

Department in 1972 and became Vice President of 

the  Corporate Planning Department in 1974. I was 
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named V i c e  President and Chief Financial Officer 

in 1976 and Senior Vice President, Finance and 

Administration, and Chief Financial Officer in 

1978 In 1980, I was named Executive Vice 

President and Chief Financial Officer, and in 

1983, I was appointed to the Chief Operating 

Officer position in addition to retaining the  

earlier positions. In 1984, I became President 

and Chief Operating Officer. I n  1988, I was 

elected President and C h i e f  Executive Officer, 

and in 1989 was named to my current position of 

Chairman of the  Board, President and C h i e f  

Executive Officer. 

My primary responsibilities in my current 

position are to provide overall leadership and . 

direct ion to the Company and to guide development 

of appropriate long-range strategic plans. I 

lead and work w i t h  the Board of Directors and 

provide guidance to the  Company's Group V i c e  

Presidents in managing the  strategic, tactical, 

and day-to-day act iv i t ies  assigned to them. 

Q. ARE YOU A MEWBER OF AUY P R O F E S S I O ~  SOCIETXES 

OR AB80CIATI01S3 

A. I am a Registered Professional Engineer in the 

states  of Minnesota, North Dakota and Wisconsin 

2 
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and a member of the Institute of Electrical and 

Electronic Engineers (IEEE) . 
HAVE YOU PREVIOUSLY TESTIBIID BgPORE TEE rLORIDA 

PUBLIC SERVICE C m I 8 8 f O t 0  OR AMY OTEER REGULATORY 

BODY? 

Q. 

A. I have not testified before the  Florida Public 

Service Commission. However, I have testified 

before state and federal regulatory authoritiea 

on numerous occasions including each of Minnesota 

Poweris electric utility rate cases since 1975 

before the Minnesota Public Utilities Commission 

(MPUC) and the  Federal Energy Regulatory 

Commission and its predecessor, the  Federal Power 

Commission. Generally, I have testified in 

matters of overall Company policy as well as rata 

design, rate of return and similar matters. I 

have a l so  testified before several other 

regulatory agencies on matters of power plant 

siting, certificates of need and transmission 

line routing. I have also testified before the 

Wisconsin Public Service Commission concerning 

rates sought by Minnesota Power's Wisconsin 

utility subsidiary, Superior Water, L i g h t  & Power 

company. 

Q. WHAT HA8 BEEN TEE EXTENT 08 YOUR I M V O L V m m  

3 
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P* 

A. 

TEE PIANXIMO FOR OB H I m S O T A  

POWER'S IMVE8- IH SOUTEERU STATES UTIfiXTIES, 

ILSC. AM) DELTOHA PTILITfES, fHC. 

I have been extensively involved in Minnesota 

Power's diversification efforts since they began 

in 1983. Currently, I am Chairman of the  Board 

of a l l  7 of Minnesota Power's directly held 

subsidiaries. In addition, in my capacity as 

C h i e f  Executive Officer of Minnesota Power, I am 

responsible for the  implementation of business 

and growth strategies for the ent ire  corporation, 

including our diversification strategies. 

WHAT IS TEE PURPOSE OB YOUR TEBTIWOHY II TBfS 

PROCEEDING? 

I will (1) briefly describe Minnesota Power, the  

nature of its business and its service territory, 

( 2 )  describe Minnesota Power's philosophy 

regarding diversification into the Florida water 

and wastewater industry and ( 3 )  discuss our 

future plans in Florida. 

COULD YOU PLEASE PROVIDE A BRIEF DESCRIPTIOH O f  

MIMMESOTA POWER, IT8 BUBIHESS AWD ITS SERVICE 

TERRITORY? 

Yes. Minnesota Power's operations are classified 

in to  three broad areas : '*Coremq,  "Core Support", 
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and "Diversif icat ion. l l  Our Core business 

provides electric service throughout northern 

Minnesota and northwest Wisconsin. Minnesota 

Power  serves 120,000 retail electric service 

customers and supplies wholesale power to 14 

municipalities as well as to our Wisconsin 

subsidiary Superior Water, Light & Power Company. 

Over one-half of Minnesota Power's electric 

revenues are derived from just nine large 

industrial customers in the iron ore processing 

and papermaking industries. 

Our Core Support businesses are busineoses that 

bear a reasonably direct and beneficial 

relat ionship to Minnesota Power's core electric 

operations and are located in their geographic 

vicinity. For example, our 50% joint venture 

participation in the  Lake Superior Paper 

Industries paper mill in Duluth, Minnesota 

created an estimated 2 , 0 0 0  jobs i n  our electric 

service territory and added a large electric 

service customer to our system. Other Core 

Support businesses include a N o r t h  Dakota coal 

mining company, a company pursuing cogeneration 

opportunities with our industrial customers, a 

company that manufactures utility vehicles 

5 
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(aerial and digger u n i t s ) ,  and a company that is 

pursuing business opportunities in energy 

efficiency, resource conservation, solid waste 

management and pollution prevention. 

Minnesota Power considers its involvement in 

w a t e r  and wastewater utilities in Florida and in 

North and South Carolina to be DiV8rSifiCatiOn. 

The goal to be achieved by engaging in these 

operations is to provide solid earnings from 

enterprises that are geographically, financially 

and operationally diverse from economic cycles 

that may affect our core electric business. Of 

course, the  customers served by these water and 

wastewater operations receive the  benefits of our 

experience in a regulated industry, our 

commitment to the  environment, and, to date, our 

presence as a source of significant capital 

financing through equity infusions. 

Our goal for the year 2000 is that the Core 

activities provide 50% of earnings, core Support 

provide 2 0 %  of earnings and Diversification 

provide 30% of earnings. 

WHAT IS YOUR A S S E S S H m  OB THE PBOSPECTB OP 

MATERIAL EARMflQS GROWTH II XIIR#ESOTA POUER'8 

CORE UTILITY OPERATIOMS FOR THE BORESEEABLZ 

6 
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A. 

A. 

?vTuRE? 

U t  me say first that we are targeting 5% 

earnings growth annually for the  1990s. 

Minnesota Power's core electric operations are 

expected to remain relatively s tab le  w i t h  slow 

earnings growth in the  foreseeable future. 

Annual electric load growth of approximately one 

percent is predicted w i t h  a stable or slightly 

declining industrial base. Most of our earnings 

growth is therefore expected to come from Core 

Support and Diversification activities, and w e  

expect to invest heavily in these activities to 

produce that growth. Water and wastewater 

businesses are expected to grow the most through 

natural growth and acquisitions. 

HOW HA8 HIIWESOTA POWBR'S H U A G B M E N T  BEELO 

EVALUATED BY WIHNESOTA REOULATORS? 

I believe Minnesota regulators are well satisfied 

with the performance of Minnesota Power's 

management. W e  have been able to maintain low 

rates while providing reliable and 

environmentally sound electric service. 1 also 

believe we have a very good working relationship 

w i t h  our Minnesota regulators which is an 

important part of our l*partnership" strategy with 

7 
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all Minnesota Power stakeholders, including 

customers, shareholders and regulators. 

Q. PLEASE DBSCWfBE THE PBfLOSOPBY 08 N I ~ E S O T A  P m  

BEHIMD ITS DIVEE18IFICATIO~ IMTO TEE FLORIDA IIAT#R 

AlRD WTEWATER IM)USTRY* 

A. Consistent w i t h  the needs and goals I expremsed 

previously, our diversification strategy involves 

businesses meeting one of two tests: (1) either 

they are in a regulated industry or ( 2 )  they must 

bear a reasonably direct and beneficial 

relat ionship to our v m c ~ r e F m  electric power 

business. 

The purpose of what we call our Diversification 

activities, namely the water and wastewater 

utility businesses in Florida, North Carolina and 

South Carolina, is to provide solid earnings from 

enterprises that are geographically, financially 

and operationally diverse from economic cycles 

that may affect our core electric business. We 

feel that we know how to operate regulated 

utility businesses and believe that our 

experience in doing so will result in profitable, 

well-managed utility businesses in those states. 

Q. f 8  XIIWESOTA POWER COMSIDEBIMQ E X P U D I W  ITS 

WATER AND WASTElPATEW UTILITY BUBIXB88 Illl FfiORIDA 

8 
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THOUGH THE ACQUISITIOmt Or e UTILITTEB? 

A. Yes, as I stated earlier, w e  want our water and 

wastewater businesses to contribute 30% of 

earnings by the year 2 0 0 0 ,  As can be seen 

through our recent acquisition of Lehigh 

Utilities, Inc. (Lehigh) in 1991 and our efforts 

to consolidate the numerous other water utility 

holdings that we have acquired i n  Florida over 

the  last few years, which I will refer to 

collectively as ''Southern States, Minnesota 

Power is always looking for opportunities to 

expand its water and wastewater utility businessr 

in Florida. We would like to expand our water 

operations on a systematic basis if other water 

utility businesses can be acquired at a 

reasonable cost and if such systems are 

compatible w i t h  our diversification goals and 

existing water systems. 

Q m  WHAT DEGREE OF AUTOMOHY DOE8 THE EXIaTfW 

HAbSAQEMENT 0% SOUTHERM STATES XAVE COHCERMIHa THE 

OPERATIOW OF THE BLORIDA WATER AHD UASTEWATSR 

8YBT-3 

A. The existing management of Southern States has a 

high degree of autonomy and control regarding the 

day-to-day operations of the  Florida water and 

9 
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A. 

wastewater systems. The President of Southern 

States, Bert Phillips, and all of the senior 

management personnel of those utilities are 

located in Apopka, Florida. This management team 

is responsible for running the entire water and 

wastewater operation, including making decisions 

on capital improvements, system operations and 

a l l  aspects of customer service. 

WEAT AlxS MIMMESOTA POWER'S BUT- PLAM8 

COMCERMINQ SOUTHEW STATES AND THE FLORIDA WATER 

AND WAIBTEWATER IWDUBTRY IM OEHERAL? 

Minnesota Power's primary plan concerning 

Southern States is to establish Minnesota Power 

as a long-term presence in Florida's water and 

wastewater utility industry. Our primary goal 

is to provide reliable water and wastewater 

utility service at reasonable rates, in a manner 

consistent w i t h  environmental concerns, and earn 

a fair return on investment. W e  recognize that 

increasingly s tr ingent  environmental standards 

and relatively rapid customer growth will 

require, as in the  recent past, significant 

investments in capi ta l  improvements in Southern 

States' water and wastewater systems. In 

exchange for our investments in capital 

10 
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A. 

improvements, w e  expect that Southern States will 

be allowed to earn a reasonable return on the  

money invecrted. 

IM LIQBT O? TEE AFRBOXIlLATELY EIGHT YElR BIBTORY 

OB YIMUZSOTA POUER'B D I V ~ 8 I ~ T C A T I O r 0  EFFORTS Il 

TEE PLORIDA UATBR AMD WASTEWATER IMDUBTRY, WEAT 

IS YOUR OVERALL AmEtlllMEWT 08 TEE PUTURI 

PROSPECTS OP SOlJTEEEUo STATES? 

I am confident that w e  have the right 

organization, the right businesses, the right 

people, and the right strategy to continue to 

improve our past performance. Our progress to 

date has n o t  been easy. We are attempting to 

combine over I00 small and medium s i z e  water and 

wastewater systems in to  a larger, more efficient 

organization. In a sense, we are bringing order 

to what otherwise would be a somewhat chaotic 

patchwork of water and wastewater systems. Our 

overall assessment of the future prospects of our 

Florida operations is optimistic. We believe 

that our continued efforts will resu l t  in 

improved customer service and w a t e r  quality, 

reasonable prices for our customers, and a fair 

return on our investment. 

IF 80VTHERM STATES IS HOT Q-ED TBE BATE 

11 
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Q* 

A. 

I10eREASEB THEY SESE IN THIS PROCEBOIHQ, lCHAT OOBS 

TEB FUTURE EOLD POR BOUTESRM IJTATEB? 

A. Without the  requested rate relief to allow 

Southern States to continue to make hvestments 

in their operations, the  future prospects of the 

company are not good. Southern States has 

significant revenue requirement deficiencies that 

should be recognized in this proceeding. Without 

rate increases, Southern States simply will not 

have sufficient financial Str8ngth to continue to 

meet the  capital and operational requirements 

that  axe being imposed upon it by federal, state 

and local laws, ordinances, rules and 

regulations. Without rate relief, I believe 

there could be significant deterioration in both 

the quality of service and an inability of 

Southern States to attract needed low-cost 

capital for required capital projects. 

COULD YOU PLEABE 8UMHARf4E YOUR TESTIIIOHY? 

Yes. The highlights of my testimony are as 

f 0 1 lows : 

Minnesota Power views the Southern Stater 

operations as key components in its overall 

corporate strategy. We believe that our 

experience in running regulated utility 

12 
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its customers. 

Minnesota POWBr'8 ultimate goal for Southern 

States is that the company provide superior 

customer service, which in turn requires 

Southern States to continue to upgrade 

facilities to meet water quality atandards 

and customer growth. In exchange for this 

commitment, Minnesota Power, the  source of 

a significant portion of the  funding of such 

upgrades, expects a fair return on its 

investment. 

2 .  

3 .  The rate increases requested by Southern 

States are absolutely necessary to allow the  

company to meet its goal of improved 

customer service. Without rate relief, 

Southern States will not have the financial 

strength to make necessary system upgrades 

or operate its systems properly, and access 

to lower cost financial markets will remain 

impossible. 

Q. DOES TEAT CONCLUDE YOUR TBSTIHOCJY? 

A. Yes, it does. 
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