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September 29. 1998 

Ms. Blm1co S. Bayo. Director 
Division of Records und Reporting 
Florida Public Service Commission 
2540 Shumard Oak Blvd. 
Tallahassee. FL 32399-0850 

RE: Docket No. 980957-WS 
Application for Tnmsfer of Majority Organi1.utional Control 
Sanlando Utilities Corporution 

Dear Ms. Bayo: 

r'lo.(- .. N 
---· " .:.; ' AL 

Below arc responses to the questions put forth in a lcllcr from Mr. John Walham~ dated Augu't 
26. 199M. 

I. As required by Rule 2S-30.037(3Xf), Florida Adminl~trath•e Code (f'.A.C.} the ut ili ty 
must include a summary of the buyer 's financial ability to pro,•ide ~crvkt·. T he 
stBtement, " The Buyer 's financial ability to provide ser vice is well kno" n to the 
Commission" is inadequate. Please, provide more informatJon offina nciul ubility. 

Enclosed hen:with ure Lhe 1997 audited finunciul stutemcnts of Utilitic:., Inc. and 
Subsidiaries. Titcse financial swtemenLs should show 1lm1 1he Buyer h:L' 1hc fin :mctal ~thlli ly 
10 provide service. 

2. As required by Rule 2S-30.037(3)(k), Florida Administrath·e Code (1-' .A.C.l pro \ ide the 
current certificates, so they can be updated wJth the fina l order. 

Enclosed an: the original ccnificutcs. 

3. As required by Rule 2S-30.037(3Xe), Florida Administrative Code (F.A.C.) pro,•ide a 
s tatement describing the fina ncing of the purcha.~. TI1e utility sUitement tha t thr 
purchase of s tock of Lake Holding, Inc. is a cash transaction financed by a loam from 
Firs t Union is not sufficient. P1ea.~ provide the amount fina ncro and the terms or the 
loan. 

U1ilitics. Inc. financed 1he purcha~e of the common stock of Saulandll U11l11a c~ Curpor.uion 
wi1h u lwo ye<tr luun from Firs1 Union Bunk. The two year note cun be rencgotiutcd/rcncwed 
at the end of the two year 1erm. The nole curries a variable interest mtc at 125 has is poi111:. 
over Ll BOR (lhe former owner.- carried th is type of dcbl al 230 ba.'il. poinl~ O\'cr 1.1 BOR) . 
The current inlcrcst rutc is 6.94%. The amount financed wu~ S9.956.668. 
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4. Based on your response In the applicatjon to llem number JO,Is It correct that all 
regulatory assessment rees ror 1998 will be pajd by Utilities, Inc. or wllltloc r~ be 
prorated between the buyer a nd seller? Please clarify. 

Utilities, Inc. assumed responsibility for the 1998 Regulatory Al\..c,,mcnt Pee,. There wu.' 
no prorution at closing. 

5. Ua.scd on your response In the application to item number 10, Is It correct that you "ill 
SSitisfy a ll refund o bligations rrom the O\'er collection of CIAC gross·UJ) In the a>cndln~ 
docket 981070-WS or will the original owners remain respon.~l hle? 

U t il i t i~-.~. Inc. usxumcd rcsponsihility for uny potentiul refund ohhgnllon of CIAC l!rll~' ·up 
refund,;. 

Plcu~c feel free to contuct me with tllly udditionul qucl>tionl>. 

(,~~· j tv~ 
Curl J. Wcnz 
Vice Pre, •dent. Regulatory Matte~ 
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BEPQRT OF IHDBP!NPEHT PUBLIC ACQQUHTAHIS 

To the Shareholders and 
Board o f Director• of Uti litiea, Inc . t 

We have audited the accompanying balance aheet a and a t a tcc.•entc. or 
capitalization of UTILITI ES, INC . (an I l linois corporation ) AND 
SUBSIDIARY OOKPANIES as of December 31 , 1997 a nd 19 9 6 , a nd the re l ated 
conaolidated atatementa o f income, common ahareholdera' equity and caah 
fl owa for the yeara then ended. Theae financial atatement a are the 
reaponaibil i ty of t he Company'a management . OUr reapona i b i l ity i a to 
express an opini on o n theae f i nanc ial statement• baaed on our audita . 

We conducted our audita in accordance with generally accepted aud i ting 
atandar4a . Thoae standard• require that we p l an and perfo rm the audit 
t o obtain reaaon&ble aasurance about whether the financ ial atatementa 
are free o f material mi satatement. An audit inc ludea exami ning , on a 
teat baeis, evidence aupporting the amounts and diac l oaurea i n t he 
financial statementa . An audit also include• aaaeasing the a ccount i ng 
principl e• uaed and aignificant eati.mates made by management , aa well ara 
evaluating the overall financial atatement preaentation . We believe 
that our audita provide a reaaonable baei a f o r our o p i n ion . 

In our o pin ion, the financ ial atatementa referred to a bove proaent 
fa i rly, in all materi a l reapec ta, t he financ ia l poa i tio n o f Ut i lit iea, 
Inc. and Subsi diary Compani ea aa of December 31, 1997 and 1996, a nd the 
results o f their operat i on• and thei r c aeh fl owa f o r the yeare then 
e nded, i n confo rmi ty wi th gene r ally accepted accounti ng principles . 

Chicago, Illinois, 
February 19, 1998 

ARTHUR ANDERSEN LLP 
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CCM."' :1 SIINU::HvLDERS • E?U ITY: 

co~~on sha res. S.lO par value: author1~~J 
10.000.000 shar es: issued and outstanCIII<J 
3.123.618 and 3. 417 .4 97 shares r espectively: 
2o4.000 and 178.300 shares reser ved fo r ~tock opti ons. 
respectively 

Treasury s hares and other 159,364 t r easury shar.•s 1n 
1997 and 10 , 000 t reasury sha res in 199o) 

Pa ld I n capl tal 
Reta1ned ea rni ngs 1518,567.81 2 restricted 

at December 31 , 1997) 

TOTAL COl"O'.ON SHAREHOLDERS· EOUlTY 

LQ!; G-TERX DEBT: 
Coli \L~ral trust notes-

7.B7 , due June 1. 2005 
9.01c, $1.500,000 due i n annual Installments 

beep nnl ng November 30, 1998 through 2007 
9.16\ , S1.000 ,000 due i n annua l lnsta11~ents 

t h rough 2006 
10.39\ , 5900.000 due in annua l Installments 

through 2003 
Mortgagf' notes-

5.6 . due 1n monthly Installment~ o f 5764 
Including interest. throuoh June. 2001 

C~n· : 1 nq l"rm d<'bl 
I 1. • t 8. 50\ . prom1Ssory nou: r•ayab1 e to bank 

do.~• 1n 1999 

TOTAL t.O~:C-TERM DEBT 

IJ ~t ··s; c~y1Ue t o banks, 7.25 to 8.50 
at n..,··umlJer 31, 1997 

T::rt'A:. DEBT 

707AL LONC ·TE~"' ~EBT. NET 
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\ITILITIES INC Mjp SUBS'QINW '?Y!'bN'!' 

fOR THE XEMS END£:) +IE~t:::1llEK ' : 

UI! !.IIX OPEBAT ! ONS 

OPERJ\TINC REVENUES: 
Water 
wastewater 
Mi sce llaneous 

TOTAL OPERATING R~~ES 

OPERAT ING EXPENSES: 
Op•• r au n and maintenance 
Llcpr cclatton and amo rti.:ation 
Tax es-

Property and other gerw ra l LOX<'H 
lncol'lc tax es 

TOTAL OPERATII•C EXI'I:J-ISES 

INCOXE AFTER OPERATING EXPENSES 

~THER IINCOXE) DEDUCTIONS: 
I nt •·ri.~A L e xf)PnsP 

1<1 lowancc f o r funds us'.!d dunng ('Qnst r ucl!O:l • qu: · ~· 
Al lowance f o r funds used dur ing const r uctiOn lK a ,,,.., 
Othor. nut 

TOTAL OTHER (INCOME) DEDUCTIONS 

I NCO!ol£ fROM \Trll.ITY OI'ERATI ? !lS 

1/ lc.l : II::OXE fW' M \IT i ~.TV 1\::t. 
~o...~~: V"":l!..!TY UPERA7!0NS 

ui.I N c:: r l SPOS !TIOI' OF ASSETS 
! ... :;:; lnc-omr- til xes appll cubl•• • 

d.spn:nt1on o ! assets 

C/.IN ON DISPOSITION m· ASSETS. NET 

Nl-:1 I NCOME 

llvcrmJc common shares outstandtng 

HdSJC carnJngs per shdrP 

Th•• occorepony1ng n.<;ltes t o conaol l d At•':l !. rl\nn~ . ,: IPh"•·n"-·:.r• 
or~· an lntQgr-lll P4ll rJI thua•· llt•li ••IT'••h' 
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CdS~ Flows f'ron Opo:!raung h::tiViti<'S: 
N~t. 1nc:ome 
Net non-cash charges !credits) ~o net Income: 

Depreciation and amortiza t!on 
Deferred 1ncome taxes ' investment tax cred its. net 
Deferred charges being amortized 
k~ort.IZAtiOn of deferred charg•s 
Equ1ly component o( allowance (or 

funds used dur ing const r uction 
Catn on disposltton of assets 

Chcsn-Je 1 n cer ta 1n curr ent assets and cer td 1 n 
cur rent liabilities: 

Recei vables 
Pr epaym'lnts 
Accounts payabl e and accrued l i ab! llt.les 
Accrued taxes an~ tntercst. 
Customer deposits 
Other 

Net Cash Provided by Operating Actl v tt.tes 

Ctash f'! w:; F·rom lnvcsung ACtlV1lles : 
Construction expendttures 
EQuity component o f a llowance for 

funds ust~ durtng constructi on 
Contc!but 1ons 1n a i d of constructi on. net. 
Acqulslt t on ~xpend1tures 
Proceeds from disposition o ! assets 
Notes Recei vable 
Other 

N ·t Cttsh Us·· I by lnvesung Actlvlli(•S 

-. .. st: F • . ..,,. fro:r F1nanc1ng Act.lVlt..es: 
~r::hase o! common shares 
DlVld~ndJ paid on co~n sha res 

:;. 

I ssuanc•· o f coarl!lon a nd t r easury shares 
I .ouan···· c•l lonu term debt 
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Bal ancP. Il l 

Dec e.'1\lxl r )l, 199!> l. 190.071 ~ llB ,OOii s :c; !, -, . ~ 0- .. .. . ' 
Nee. Incotn4• ' : . ~ : 

O: v ldend on COII':OOn 
Shares. Ca sh ,; . : . : .: . 

Issuance o f 
Co~m~on Sh11res 42,700 4 .270 -;72. CO! 

Pu rcht~se <;. ( 101.680 
Co<rrno:. Sha r es l : .ao~ .6 4 '.it 

Ret1rement 0 ~ 

Coa:n::on Shores I~. Z8 0 J 152al ! 0~.! ) t . ( .. J • " ~ : I 'e , , ... 
Issuance ot a6. 400 

Tr o11sury Shares l.'.i60.RIJO ·1:. "JOO 
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NOTES 1'0 CONSOLI DATED FHIANC IAL STJ,TEHEl'ITS 

NOTE 1 'lu-ary of Sig·nitic ant Accounting Polici ea 

NATURE Of BUSINESS 

Utilities. Inc. is a ho l ding company whi c h . <'ll Oec embt~r 11. 19'17. o .,.1wd ~t nd 
opera ted appr oximately 350 water and wast e>wat l• r ut..1l1 ty GY:JLt•mn thro ugh 63 
subsidiary opera ting companies . The Company a lso owns certa1n land oppli cati v n 
facilities and provides services on a fee bas1s. Ope ratlng r~sultG f o r hese 
enti~ies are included i n t he conso lidated statements o f 1ncome under UL!lltY 
operations. The primary areas served i nclude No rth Caro lina . Flonda. South 
Carolina. Illinois and Louisiana . No n - u ulity operati ons cons1sL o r a sollid 
waste-collection b illing ser vic e and managemen t se r v1ces prov1ded o n a 
con tractual basis. In 1997 , the Company di vested 1 t scl! o t 1 ts tu l' ser vJ ce 
t ravel agenc y . The results from t he t r a vel aqency are includ~d 1n non - u l)bty 
o perat ions . 

PRINCIPLES OF CONSOLIDATION 

Common expens es o f Utilities. I nc. and Water Scr v 1ce Cor porat1 o n . an 
affiliated service company, are c harged at cost t o all a !f i!I a t.ud o p '1!raung 
companies . In the consolidated financial sta t.emen ts, a ll siqnift cant 
intercompany transacti ons have been elimi na ted . 

The preparat ion o f fi nancial sta temen ts 1n confnrmi ·ty with g<'nPr ally a o:-"•'P ' "0 
acco\Jntlng principles r eQ\JJ. r es 11\l!nagemtln t t•~ maY.e ~<S 1 mat e s ond i>:;:;ump I'm~ 

that. affect the r eportea amo unts o f assets and lt ab1l1 t1 e s at thl' d" e o t the 
f inancial sta tements and che r e po r ted amount s o f revenues and e xpensL•s dur 1n9 
the report i ng peri od . Actual results could differ from t hose estimates. 

INCOME TAXES 

Utilities , Inc . and its subsidiaries f ile a consolida ted Fede ral 1ncor:1e tax 
return. 

Deferred income t axes are recorded f o r dl ! !erPnc .. s ha n •!:u!• !r -Jm 
a ccelerated depreci a tion. contribu t1 ons in a1 d of construcuon ! o r certc.nn 
contributi ons received f r om 19 86 to 1996, Investment t ax cred1 ts. cer ta l n 
deferred charges and cer t a i n other differ e nces I n t he recogntt l o n o ( 1ncome 
and expense f or tax a nd fi nancia l repo r ti ng purposes. 

lnvc!:tmo·nt tax c redi t::; tare d efe rred and art> he1ng runortlztd <Vc•r th•· buo l<. 
lives o f t he r elated properties. 

De(er r e d tax l1abilities and asset s are r e corded t or all tempo1ary differenc e s 
between the tax basis o f a ssets and Liabi littcs and the amount s ~<'po rted 1n 
the fina ncial statemen ts. mea sured at the currently enacted stat ut >ry tn~omt> 

tax rate. As a result o ! rat.e-malc i ng p ract1ces. c ert.oin tt~mpordry J1 f t•· r ··nces 
have no t been recogniz ed as deferred Income tax expense t o r rate - makl ng 
purposes . In such situtt tions , when the dt ff e r ences r everse. t he Company 
believes i t wi ll recover the highe r i ncome taxes then currentl y payable . A net 
r egulatory asact has been established t o recogntze th15 !'xper·t •·d r•·"lultttory 
tredtment . 



l tEI'H I·.n AT l ON 

l' r operty 1n 
depreCl iH. l On 
use(ul life 
contributed 

REVENUES 

se rv1 ce 1s deprecHit~d u:nnq th·• 
rate gen erally ran9es from . S~ t o c, 

o f the property. Prov1S1 o n t o r 
is generally no · perm1tted . 

!;tlc-l lth1 llrt•'" 

0'#. l 'cl.) t•J n n 

rlo•pr"t." l.l l 1 n 

mPt ht d Tne 
th·-- .~s tmd " · ·d 

Residential water and wa st.ewater charges are bt! led monthly. lnmo nthly , 1 

quarterly o n either a usage o r availabili ty c har·ge bas1:; 1\o•vt'nu,•::; ! .., t t•u.-11 
services are recognized a s earn ed. Cer t a i n availability c hilrQf•!: Ah' bll l t>d 1n 
advance . and the p o rt.ion o f s uch bill i ngs r1ppl1 c~bl(• 1 o 1 ··: 1ods subs,•quent t r 
Dec ember 31 is included in deferred rev~nu~ . 

PLANT ACQUISITION ADJUSTMENT AND BOOK VALUE 
OF OPERATING COMPANIES IN EXCESS OF INVESTMENT 

In a ccordance with presc r1bed regula tory a ccounting p rucllcl's . Plant 
Acquisiti on Adj ustme n t, (representing the amount by wluch th<• o r HJlna l c ost o f 
assets a cquired. less accllmulate d d e prec 1at1o n. cont t 1but1 o ns 1r1 a 1d o f 
construct i on and advonces in oid o f ~on st rucu on. exceeds the purchase pncel 
is being amo rti zed as a reduc ti on o f deprec 1.a t1.on e xpense - ver the ave rage 
life of the plant. in servi ce t.o whi c h 1t relates . 

The Book Value of Operati ng Companies i n Excess o f I nves t mtmt 1 representi ng 
the amount by whi c h the book values o f the companies a c q u 1 rt•d e xceo .. d the 
investment. by Utilit.ies, Inc .) i s also be1 n g amo rtized t.ver the averag <· ll t e 
o f t. h e plant in service to which it r elates . 

ALL0\"1ANCE FOR FUNDS USED DURING CONSTRUCTION 

The cost of d e bt and equity funds used to t trllul t:•· n!nstruc-u on !AFUOC I is 
c a pita lized as a cost. ele~en t o ( property . with an o ff set t ing cred1t t ~ other 
income. The i n c lusi on o f AFUOC in pl~nt enables t he fair return o n . t~nd t he 
recovery o f. t hese c opi t.alized cos ts by inc lus1on in rat •' bast' ond 
depreciat i on . The AFUDC ra t es. o n a befo re- ax bas1 s. :anc)l.'d fr om B . 6l 'i> o 
10. 4 3'1> at both December 3 1, 1997 and December 31. 1\/'J'> . AFtJOC 1s a no n C't1s h 
i ncome item. 

ACQUI SITIONS AND SALES 

Legal and pro f essional fee s and exec u t.:ive t ime inr '" '''d :n connt•c tt on "''l th 
a c quis it.ion s o f n e w water and wastewater system~ ts rapttaltz~d ~s a c ost o t 
the specific acquisiti o n . A similar po li c y t S ( ollowcd (or s al es . when>by any 
such cos ·ts a ssociated w1t.h s a les o f existing systems drc ell located t " s;H · ~'" t t : c
system !;ales. Costs incurred in unsuccessfu l a cqu1:-:t i on o r thsp• s uJ o n 
c~ c t.tvit. ies are writ t.en o ff as o perat.ing expenses 1n lw r•-•:• o cj in ... ·ht c h such 
d~termination is made. 

STOCK-BASED COMPENSATION 

S a tement o f Financial Accounting St.andards No. 123. "Ac counting f o r St u c k 
Based Co:mpeP s at.io n · (SFAS 123) encourages but d oes not n•qu1.re com;JanH•s t o 
recor d compens ati o n cos t f o r stock - based e mployee compensa ion plans at a !a 1r 
vc1lue. The Company has c h osen to cont tnue to a ccount f o r stock bdsPd 
comp<'nsat.lOn using Accoun t ing Principles Board Opt :u o n No. 25. ·;,ccounll n11 f n r 
Stock Issued to Empl oyees · . Accordingly. compensou on cost f e r st 11ck o plt • 11 . 

lS measu r ed as t h e excess, if any. of t h e f a ir market p r1 c E' < t t hP l'omp.my·:.. 
sto c k at the date o f grant over the amo unt an •'mpl u y .. · · mu:;r Pil\' t o <'I C'q ul r·· tht> 
stock. 



REGULATORY ASSETS AND LIABILITIES 

The Company is subject t o the prov1s1ons o t S atement o l Flntlnc Jal ;,ecounr 1nQ 
Standards No . 71. "•\ccounting f o r the EUt!c ~of Ce rtain 1)1wG ! p, .. n . ! "' lt m . · 
Regula tory assets represent probable fu tur~ r ~v~nue to h•· ccmp.any , ::;~;w lcttt•d 
with certain costs whi c h w1ll be recovered {rom custom~rs thr.ugh thP 

rate!t\dk.ing process. Regula tory liabilic..1es represen probable ha.ur"' 
reduct ions i n revenues associated with amounts that are t o be c ~edi Pd to 
customers through t he ra temak. ing process . 

LONG -LIVED ASSETS 

Duong 1996. the Company adopted StaternPnt o £ F1nanc usl Accountln'J !;t .tndnrd!l 
No. 121. • Accounting for t he Impairment o f Long - Lived Assets (lnd L•JnQ Ltved 
Assets to be Disposed of · CSFAS 1211. The new accounting standard sets 
guidelines tO be used f or determining and measuring impairment o! ce r tain 
assets. Measuremen t o( the impairment loss is based on the f a1r val ue o f an 
asset. 

RESERVATION OF CAPACITY FEES 

The Company has received fees. fr om potential custome r s to r eserve capa c ity on 
its s ystems fo r a period o f t ime . The capacity fees recei ved are amortized 
over the period that s uch capacity lG r equired t o be kupt ava1lable. 
principally seven years. The unamor tiz ed balance 1s i ncl uded 1n o he r De{erred 
Credits. 

NOTE 2 Deferred Cbaro•• and lle gu l atory A•••t• 

Defer r ed Charges Include the fol l owing : 
Debt acquisition expense 
Maintenance and testing 
Sludge hau ling expenses 
Other 
Total Deferred Charges 

Regulatory Assets incl ude the f ollov.·ing : 
Deferred Income Tax Asset 
Regulatory Expenses, prima r ily ra te cases 
Total Regulatory Assets 

4!l7.97R 
221,166 
145 .923 
363.907 

$1.218.97 4 

$1,674,248 
1 211.967 

$2.886 .215 

')'>~. 9 ;·o 
82,70:! 

162,976 
255.752 

$1.057.350 

$1,768.355 
762 278 

$:!. 530.633 

The regulatory asset f or deferred income taxes w1ll be ad justecJ as llw 
reverse and are included in tax expense f or regulato ry purposes 
reg•1latory assets and deferred cha r ges an: being arno r tlz~d t o 
qenerally ove r periods from 3 t o 15 yea r s . corresponding to thP per1 od 
: ••cov» r y. 

t-4 0 TE 3 Current Maturitie• o f Long-term De bt 

~Jmounl '7 

Other 
expense 
or rate 

Scheduled maturities o C l ong-term debt . cstanding at December 31. 1'197 t o r 
each o ( the next five years ar e as f ollows: 

.usu: 
1998 
1999 
2000 
2()0 1 
2002 

Maturit ies 
$3. 4 02.390 
$5.727,527 
$3. 402 , 673 
~ 3. 4 02 . R:!(; 

~ 3. 4 02.91!9 



NOTE 4 - Stock Pl ana 

The Company has stock option plans under whtch cer tain c1 r ecto rs. o !lt ~~rs clnd 
e mployees have reen awarded stock options. During 1997 . th~ s1M reho 1d.> r s 
<IPJn o ved t h £' 1997 Stock Option Plan wh1ch r eserved an add.tu o nal 100.000 
sha res l o r issuance. 

The Company has adopted the disclosure -only prov.ts1o ns !.ifAS 12 3. ;,ct.''Jrt11n'I1Y. 
n o compensat i o n cost has been recognized f or Lh!! stoc k upu on plar. . llrld he 
Co::\pany adopted the fair valu( prov.tsions consis LenL w1 Lh f. FM; 123. 
compensation expense would have been recogn ized and t he Compa ny' !: nPl incume 
and earnings per share would have been reduc ed LO the pro I o rrna amounts 
indicated bel ow: 

1227 122!i 
Net Income As reported S7 .118.l39 $3.190.9<: 0 

Pro forma $6.623. 406 $3.152.21 6 

Basic t:arnings Per Share As reported s 2 . 22 s .9 4 
Pro forma s 2.07 $ .93 

Diluted Earnings Per Share As reported s 2 .19 s .93 
Pro forma s 2.0 4 $ .n 

The exercise price of each option equals the marlc:et pri ce c f the Company' s 
shares on the date of qrant . The vesting period ranges fro m tho? g r ant date up 
to 4 years. However. options are not exnrcisable mo r e than 10 years af er 
grant date. The fair value of each opt i o n granted i n 1997 is esu ma ter.l b-t 
comparing the grant price to the discounted exerc i se pr1ce o vt.>r he 1 1 f ._. o t 
the option . The discount rate is the risk-free rate o f 5.78~. basP.d on 10 y~d: 
zero coupon governmental bonds . Information rega rding these o p t.1on plans t o r 
1997 and 1996 is as foll ows : 

Outst:anchng at beQi.nning o ( year 
Granted 
Exercised 
Repurchase o f unexercised options 
Outct.andinQ at end of year 

Opt:J.ons availal>l e (or grant ot 
end of year 

Options exercisable at end o f year 

~lf' iqhted everage fair value o f 
op >'>ns grllllted dun.ng the year 

Sl:l.ues 
78.300 

131 .400 
14.300 

19S 1 400 

68.600 
133.788 

1222 
Weighted A~rAge 
~etl:~:u: fUl:L 

s 10 .48 
22 .SO 

8.83 

S 18. 6R 

s 9 88 

Sb4.u:s 
129.000 

4:!. "100 
___L.!).QQ 

78,300 

100 000 
7J. j 0 

122G 
Wetghted A~r&Qe 
~~ 

~ 
~ 9 I!J 

A BJ 
'I Rl 

$10 41\ 

The f o llowing table summarizes in( o rmati t.n abour t:he oplHJOS rJ ULSldndl lVJ a 
December 31. 1997: 

oouons OutstonciJ.oa Opu on:; Ex..-n:~sobl•· 

Weu;hted 
Average We ighted 1-/r•IQhled 

Number Rcrna.lninQ Aver<OQc N •lll'lJ€!1 1\Vt.U .H)t• 

Outs tandu1Q Contractua l Exerc t s._. EY-~1 f* l ac'\bl t • Ex~ f (" J, !it • 

Range o f Exercise Prices At 12131 / 97 Li!<' rr, ,..e A' 1~ J1 :n ., l f"•• 

SA t o $9 40.000 2 . 6 ye<>rc s fi.83 40,000 s 8.83 
Sl O t O $1 1 9.000 4 ., yE>artt 10 (,7 •• . 000 10 67 
$16 t:C> $11 1' •. ooo '1 (, y ... rar ·~ g )~ I' orJO I · : \ 

S22 t o S2l ll .i.. ;gQQ 9 I y ••llt •. n ·,~; .ii~:.ZX ' 

sa to S23 19S. 400 7.S ~ean; s_: ':_ 611 U), 7h~ S1~ 93 



UndPr he provis1o n s of a Long-v•rm Incentive r l.u. ad p • ,.J du rin 1 : 1 .-;. ! ... 
comm~,n :;htlrf' !; we r e t:;:::u...-d 11 0 rf•:; r 1 r ed :;h u • 
shar~s r ematn rescrtcced ac December 31. 1 9~i a~J 
Shares and Och e r deduction t o Coi1'Jllon Shcu~>n 
compensation ac a cost o f $23 4 .383. 

NOTE 5 Not e• Receivable and Advanc e• 

•: . •·r •. ":'h• • 
ctr •• tn(")\Jj,•j Ill 

1 d·•rs · l::4u 1 y 
· h·· T: ,. •· ... r l 
d S U!'lt'cl tn;• i 

Under cer tain l oan agreemenl.s. aggregate loans and advancPz t o o !ft ct:'r:: t~rt• 
limited to $750,000. At both December 31. 1997 and 1996. l ot~ns v i ~.!.5(10 wt·r•· 
outstanding bearing interest at 8\. In connect I on w1 th th~s~> sam;- I t 'II 
agreements che Board of Direc t o rs has approved a prog r a m whereby l o ans o l ur 
to $3.000 .000 in aggregate principal value can be made ce rtaln o !!tcer s and 
n on -officer employees f o r the purc hase of equ1 ty tnterests 1n the Company. At 
Dec ember 31. 1997, $2,790,585 was o u tstanding under th1s p r o g ram beanng 
interest at a rate of 1\ over the prime ra te . In addit1 on. therP IS accrued 
inter est of $708.500 in connection with thts program . 

Loans to o fftcers o f $29.873 have t-een made under the normal pro ·n:.r o ns o l t..h" 
Pension Plan . These loans bear an inter est rate based upon t..h"' S tandard 1, 

roors Bond Index on AA r ated bo nds. 

NO'l'J: 6 Pledged Collateral 

The common stock and indebtedness o f subsidiary companies have been pl e dged as 
collateral f o r the collateral notes . 

NOTE 7 Eaployee Benefit Plan• 

A Money Pur c has e Pens 1o n Plan (Plan ) is ava llablc t..o <S!I •·mploy""s "'"''' tnq 
certain m1n1mum eliaibility requirements. Under thts Pl ..tn . th<> C"ompt'lny 
contributes an amount based o n a p e r c entage of an eligible employee's scslaty . 
The contribution is invested , by o profe ss1onol money manager. o r. b .. h" l t o l 
the participants who. upon retirement, wi ll rece ive the amount accumuldt~d 1n 
the i r i~dividual investment a ccounts, subject to the prov1S1ons o f t..he Pl~n . 
Pension cost amounted to $ 232 ,198 and $231.286 . tn 1997 a nd 1996. 
respec tively. 

An Employee S t ock Ownership Plan ! ESOP) i s available ! or t.>lrq1ble empl oy•· .. ·::. 
Under t..his plan. contributio n s t o a trust ar e mode ! o r the benet l ' o f £>l1 cphl•· 
employees in the f o rm of cash o r common shares o ! the Company The amount o f 
t he annual contribution 1s determined by the Board o! Directo rs ~nd IS 
d 1scretionary . The Company contribut ions to the plan were ~2q6,306 and 
$286.123. in 1997 and 1996 . respec ttvely. As o! December .> 1. 19!i7 . the ESOP 
Trust h e ld 239,705 commo n shares. 

Trus~ees for the Pensio n Plan and t he ESOP dre k~y of !t ce r s und dtrcctOI C o l 
the Company . 

N OTE 8 Income Taxe• 

Income t ax expense i ncludes a prov1s1on for de! erred taxes to r e! lec t tw ,,x 
e!fect o f temporary differenc es between th~ t..1me rerta1n cost.. s are rPcu rdPd 
for !lnancial reporting purposes and when t h ey arl' Included o n the 1ncom• l dX 
r etu t n. 

Accumulrtted defe rred 1ncomc t.axes 1nc:lud e ~1.674 ,24 R ami ~1.76R.3"•· "' 
December 31,1997 and 1996. respecuvel} . with o Uset..ung am•un s re·o rd•·J "'" 
r egu l atory assets t o reflect the probable future requlato ry r eatmenL a!! o nlf'd 
certain temporary differences s uch o'\S state deferred t..axes. tht• Lax P[!e• l :J ! 
investmen t t ax credi t s ano constructi On overheads. and t..ax : alP d1 ff erenlJ <Il s 
which had been prev1our.oly provided H I dCCo rdance ~tn lh pt 1o r 1 f.'gul •'' ny 
actt ons. 



Income tax expense of $68.39 0 and $4 5.66':>. o Oc · .. mtwr 1! . I"J~ .ml l •'l •>. 

respectively . has been r eco rd.:>d in dcr~• z mtntnn .zlc<Jm•· I r rom nnn Ill tlt~y 

operations. 

A reconc il1ation o f Lhe sta:uto ry Federal t ncome ta x r<.~t• · t 

Federal and state income tax rat e Co r 1997 and 1 99~ 1 :1 w. 

Statut ory Fede ral income tax rate 
Equity component of AFUDC. not sub)ect 

to taxation 
Amortizatlon of book val ue o f operating 

companies in excess o! investment. 
not subject t o taxation 

AmortizaLion o f investment tax credi t s 
State income t axes . net of Federal 

t ax benefit 
Tax ad j ustment on dispos ition of assets 
Other. net 
Effect ive Fede ral and state income 

t ax rate 

1 ~ <I I 

H o~. 

)) 

bl 
1) 

6 
2) 

11 ll 

32 1~ 

12 ., 
H .O~. 

(. 71 

( I ]I 

( 7) 

3 
:! 

11.:: l 

3. 6 ~ 

A summary o f the compone nts of the Fed e ral and state tncome tax exp.•n:;e {o r 

1997 and 1996 f ollows: 

Federal Income Tax Expense 
Related t o Operations : 
Current 
Defer r ed . net 
Deferred inves tment tax c red1ts. net 

Total 

Federa l Income Tax EXpense Related 
to Disposition of Assets : 

Current 
Deferred 

Total 

To t a l Federal Income Tax Expense 

State Income Tax Expense 
Rela ted to Operations: 

Cu rrent 
Deferred 

Total 

Sta e Income Tax Expen:;e Rela ted 
t> 01~po:;1tion o f Assets: 

Current 
Deferred 

Total 

Total State Income Tax Expense 

Total Income Tax Expense 

s 44 0. 17 0 ~ 739,b4 i 
'>6. ::ns 1.940 . ':>03 

!) 5 ' 52 9 ) 
z~.3 4~1 44 

s 684 ,850 
! l Q~ 21Hil 

~ •,72 662 

$2.975,006 

s 

t:' . 

s 

s 

t:' 

" 

92.72 4 
229 ll 6 
3::1 BiD 

116 .687 

11 6 687 

~ lll. 527 

$3.363.531 

('1 f" r'"\()t 

s 
!&l 021. 

J 60' J.,! 

$ 1.361. 4 10 

S 178,7AO 
!15~ 3.111 
~ ... .'1.10!! 

~ 
1/H • .I f' 

s 11> 1 ) r 

s 1K4. 7 14 

S1.'>4 11 1::4 



NOTE 9 Continoencie• 

In connectio n with certain pro pertlcS. the Compuny h<1 !' "~: •· · ·1 · rn.~Y.•• 1 ct ym••nr :; 
o f up to $1,904.425 to developer~ o ( thos~: pr op~>tlii•S p,, ymo•n t :. '"' ' r 111 1noo•nt 
upon the number o f customers l'lddc>d to the sym o•ms r I th·· v.u1 u ~P rd :n1 
companies . In the o p1n1on o f mDnogo•mt•nt. pctym••n:; wll! l·· r ll•· !r n. dm •'Jn:; 
collected fr om oddit.i onal c ustomers. 

The Company is subject t o legal pr ocet'dlnQs t1nl c l<~l m:. <'lt l:.wt u •11 .. 
o rd i nary cou rse o r lts buslni.'SG . On1• suc h su1t wc1:: bt ~u'lh• by H; lrh.hvtducl l 
s~:eking $6.000.000 in the South Caro llna Court cf Common Plf'<'IS oln·11nq ll l i<'l. 
The Company has turned the su1t over t o Its 1nsuranc1· can-a•r . 

NOTE 10 Other, net 

In 1997, Other. net 1n the conso lldated 
appro ximately $500.000 o f oa1n related 
investment.. 

NOTE 11 Stock ~epureba•e Prooraa 

statem£-n !# 

l C till' Sdl-
o ! 1 nr >mf• 1 r. c l ud••t..l 

d II C n I.Oll : I 'I 

The Board o f Di r ectors has aut h o ri zo.:d a stock ro•purc has'· pr c q r om whe H ·by th .. 
Company can p urchase a nd ret1re up t o $1 0,000.000 o t ou t st nnd1nq commm 
shares. During 1997, the Company pu r c h a sed ond r l'l i r .. d )Qk. I /'I uhor••r.; , t o 
cost of $7,699.360. l n a ddJ.tlon. 48.706 treosury shares ht.>ld a t uer ember 31, 
1 '197. a t a cost o f $1 ,223,738 . were r et1 r ed 1n January. 199R Thl' t o tol cost 
o{ sha r es purchased a nd r etired under th1s proq rom. 1nc ludrn; h"S•• trt>asu r y 
shares. is $9, 403,031. In 1998. the Boatd o f D1 rec•or s lnC: n .'.w••d tht: t o tal 
c apacity o f thic p rogr am to $20.000. 000. 

NOTE 12 

The Company became sub)ect t o the prOVISi o n :; 0 1 Stotf'm••nl Flr..tnrt <sl 
Accounting Standards No . 128. · Earn1.ngs per Shore · 1n 1997. Thc State:nent. set.s 
new standa r ds for the co~utation and d 1sclosure o f earn1ngs per !..hare 

Basic e a rnings pe r s h a r e is compute d by d1v1d1nQ net 1ncome by the ,..c: gh ed 
ave r age number of sha r es outstandtng durtng th(• per1od. 

Dlluted earn ing:; per sha re is calculated by 1nclud1ng a l l p o en 1cll diluuve 
common shares such as stock options. PotentHll d1lut1ve convnon :;hares were 
4 3,762 a nd 59, 4 53 f or 1997 and 1996 . r espec tlvely . No ad ) ustmPnl t o reportf•d 
net income is required when comput1ng diluted (•11rn1nqs per :-han• 

NOTE 13 tJnu•ual Cbarg•• 

The Company has incur red certa1n unusual and , o r n on recur r 1ng ch,lr (l~:!i du<> t a 
management transit i on, a re-eva l uat ion o !. thl! Company·:; strtJ to'li C' cJJr ~·<.'tlon 
and the adoption o f a new a ccount1nq standard wl11 c h t oo k pit~ <' • • dutrn•l 1'1 u, 
The charges aoo1nst inco mt- inc lude tile f o ll owlnf ; 

1997 
• Ope ration and main tenance expenses 1n the conso lidated stcnt•m••nt:. f 1ncome 

1nclude net cha r ges of approx1mately $2~0. 000 relau•d t o t h•· m.u lao••mo•nt 
transiti on thBt occur red in 1'.19G. 

1996 
• Appro ximately $1.760,000 f o r management. tranGitl o n coot:; M;:;oc ta Nl With 

execucives who left che Company during rhP y(•tlr . Th•• :::o• c •!<~ • llwlu lt•d 111 
o pPrat r on and maintenanc e exp{'nnes 1n th•• ron:. ,1 1 J,H ··.f t '' ··n,••nt: 
rncome. rnc ludt> s t>vcranc t>. lt•qol . o ccountlllf, p Js t r .. tl rt:nu •nt l ••n• l1ts dlld 
o ther co!ll !J a:;soc1at.ed "" i th thC!Jc 1nd1V1duo l :. l••av1ng thP · •r:t>lny 



• Approximately $700,000 as a result o f 11\dnt~t"Jemer. · s dc l.'" l SJOn t L •·x1 t h '" 
labo ratory business. This chlrge represents h" r esult1n9 ~rt ~ d~~~ ' f he 
Company's investment in the labo rato ry opera ti o ns o f Ltlnd t. L<Jr Tt•c hno l ogy. 
Inc. t o its estimated net reallzable valuP. Thi s wrne - do~~ o n a n.• t.~ f a x 
basis of $49 4. 961 is included under Ot her . nl•t. 1n th•• ron:;• ltd.ot,.J 
st.atemen ~s o f income . 

• •\pproximately $530.000 due primarlly t o the adoption o t c1 ne w ttccountl.ng 
standard. SFAS 121. This Statement became effective 1n 1996, and r~qu1res 
companies to evaluate long-lived a ssets f o r p o tential .mpa1rment. and 
imposes a higher standard f or any regulato ry assets o be Cdrri cd e n c 
company 's balance shePt . Appro x i mately $ 440 . 000 o f t h1s charg~> cons1sts o f 
regulatory a ssets deemed no l onger probable o f recovery and is 1nc luded 1n 
op'!rat ion and maintenanc e expenses. The balance, 1nc l uded Ln deprec 1a tl.o n 
in the consolidated st4tements o f tncome, consists o f mi scel laneo us 
property. plant and equipment items . 

• Approximately Sl.060,000 associated wlth property sales cons U11111\dted 1n 
prior yea r s, ~ i ch has been reflected as a c harge a ga inst ga1ns fr om system 
sales in 1996 (present ed as ga1n on dispo s1t1 o n o f a sne t n 1n ht• 
conso lidated statements o ! income ). The rna) Orlty o l th in c hu r q•• r •·pr ' ':..enta 
thl! eutirMted coat of $740,000 t o remediate certa1n wastewate r p r operties 
which wt>re sold in a prior year . This est.lmate is greater than omounts 
estimated in prior years 4nd ~djusts the previ ously recogn1 zed ga1n o n s ale 
as a r esult o f the Company receiving an o rder t o fully rcmediate the 
location. The remaining $320. 000 o f the charge resulted (rom wr1 ting d o wn 
t o net realizable value a specialized piece o f wa ter treatment equ1pmen t.. 
This equipment was originally purchased f or a sys tem that wcss subsequ(>nt.ly 
s o ld. The Company has not been successful 1n disposing o f t he t'qulpmo-on t 
over the past several years. 

• Approximately $230,000 less executive time was capitali zed 1n 1996 compd.ed 
t o 1995. primarily as a result of the reduced level o { e x .. c ut.lve t~me 
devo ted to acquisitions of new wa ter and wastewa ter systems and s ales o f 
existing systems in 1996. Further, approximately $180.000 a s s OC 18 t ed wJ. th 
potential acquisitions and system sales that did no t. ma tenal ize wa s 
expensed in 1996. Both o f these items are included in op~ ratt on and 
maintenance expe~ses in the consol 1dated statements o f tncome . 

• Approximately 519 0 ,000 due primarily to m1sc ellaneous ad)uotments t o wr1te 
d o wn certain other assets to their ne t realizable value is tnc- luded 1r. 
operation and maintenance expenses in the conso lidated statements o t 
income. 
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