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DIRECT TESTIMONY OF KATHY L. WELCH
Q. Please state your name and business address.
A. My name is Kathy L. Welch. My business address 15 3625 NW 82nd Ave.
Suite 400, Miami, Florida.
Q. By whom are you presently employed and in what capacity?
A 1 am employed by the Florida Public Service Commission as a Regulatory
Analyst Supervisor in the Division of Auditing and Financial Analysis
Q. How long have you been employed by the Commission?
A 1 have been employed by the Florida Public Service Commission for
seventeen years and six months.
Q. Briefly review your educational and professional background.
A. 1 have a Bachelor of Business Administration degree with a major in
accounting from Florida Atlantic University. 1 have a Ceritfied Public
Manager certificate from Florida State University. [ am also a Certified

Public Accountant licensed in the State of Florida. T was hired as a Public
Utilities Anatyst I by the Florida Public Service Commission in June of 1979
] was promoted to Regulatory Analyst Supervisor on January 2. 1990.

Q. Please describe your current responsibilities.

A Currently, I am a Regulatory Analyst Supervisor with the
responsibilities of administering the Miami District Office. reviewing
workload and allocating resources to complete field work and 1ssue audit
reports. 1 also supervise. plan. and conduct ut ity audits of manual and
automated accounting systems for historical and forecasted financial
statements and exhibits.

Q. Have you testified before this Commission or any other regulatory
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agency?

A. Yes. I have filed testimony in the following cases: Tamiami Village
Utility. Inc. rate case. Docket No. 910560-WS: Tamiami Village Utility. Inc.
transfer to North Fort Myers. Docket No. 940963-SU: and General Development
Utilities. Inc. rate case. Docket No. 911030-WS.

Q. What is the purpose of your testimony today?

A The purpose of my testimony is to sponsor the staff audit report of Gulf
Utility in this proceeding. The audit report 15 filed with my testimony and
is identified as KLW-1.

Q. Were you responsible for this audit report?

A Yes. I was the supervisor in charge of this audit.
Q. Please review the audit exceptions in the audit report.
A Audit Exceptions disclose substantial non-compliance wyth the Uniform

System of Accounts, a Commission rule or order. Staff Advisory Bulletins. and
formal company policy. Audit Exceptions also disclose company exhibits that
do not represent company books and records and company failure to provide
underlying records or documentation to support the general ledger or exhibits.

Audit Exception No. 1 addresses an adjustment made 'n the last rate case
order. Order No. 24735, issued July 1. 1991, on page 7, reduced plant by
$20.721 and accumulated depreciation by $9.648 to remove 72% of the cost of
a Lexus automobile. However, the Lexus should be fully depreciated by October
1, 1996. so no adjustment is needed for the forecasted test year ended
December 31. 1996.

Audit Exception No. 2 addresses the composite amortization rates for

Contributions in Aid of Construction (CIAC) Commission rule 25-30 140.
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Florida Administrative Code. states:

"the CIAC plant shall then be amortized either by account. function or

bottom line depending on availability of supporting information. The

amortization rate shall be that of the appropriate account or function
of the related CIAC plant. Otherwise. the composite plant amortization
rate shall be used.”

The utility has amortized contributed property consistent with the
related asset. but the cash received is being amortized at a rate of 4.35%
for water and 3.13% for wastewater. The utility does a true-up to determine
a composite rate. The utility calculates 1) total depreciation for water
divided by total plant for water and the same for wastewater. and 2) total
CIAC amortization divided by total CIAC for water and for wastewater. Then
the utility multiplies the difference in these two rates by the ending balance
of CIAC and makes an adjustment.

The composite depreciation rates. excluding intangible and common plant
for 1996, using the plant at August 1996. are 3.2% for water and 3 5% for
wastewater. The utility should be computing yearly composite rates to
amortize the cash CIAC. By correcting everything to the composite rate the
utility is eliminating its computations of amortizing the contributed p1anp_
at the same rate as the plant. The true up should only apply to the cash
CIAC. The audit computed amortization expense for the projected test year
1996. using the August 1996 balance of CIAC. The computations of the
composite rate and the adjusted balances are included in the audit report.
I recommend that the utility’'s projected 1996 amortization expense be

increased by $12.966.85 for water and decreased by $7.328.67 for wastewater.
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The audit also calculated the 13-month average accumulated amortization This
calculation used the utility's general ledger for the period ending September
1996. This average. when compared to MFR Schedule A-14 results in a reduction
to the water MFRs of $115,371.52 and the wastewater MFRs should be reduced by
$98,456.33.

The staff computation does not include forecasted CIAC not yet recorded.
This CIAC is for the University ($261.350) and for the force main on Corkscrew
($127.525.92). Even if these were amortized for an entire year. using the
average CIAC amortization. the i1ncrease would only be $11.588 for both water
and wastewater, not the $213.827.86 difterence above.

Audit Exception No. 3 addresses charitable contributions  Commission
Rule 25-30.115(1). Florida Administrative Code. requires that “Water and
wastewater utilities shall, effective January 1. 1986. maintain 1ts accounts
and records in conformity with the 1984 NARUC Umiform Systems of Accounts
adopted by the National Association of Regulatory Utility Commissioners © The
NARUC Uniform System of Accounts (USOA} prescribes that “donations for
charitable. social. or community welfare purposes” should be charged to
Account 426 - Miscellaneous Nonutility Expense. a below-the-line account. The
utility has included $1.910 ($1.269 .60 water and $640.40 wastewater) of
charitable contributions 1n accounts 675.8 and 775 8. miscellaneous expenses
for the period September 1995 to August 1996, [ recommend that these expenses
be reclassified to a below-the-line expense account.

Audit Exception No. 4 addresses revisions to the utility filing. While
reviewing the utility filing. the auditors found several discrepancies between

the MFR schedules. The uti1lity verified the errors which are contained 1n the
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audit report. The corrected numbers were used as o bas1s for all audit work
performed.

Audit Exception No. 5 addresses the forecasted working capital
allowance. The utility filing Aid not provide any forecast methodology for
the projection of working capital. The audit staff requested the calculations
supporting the methodology. The utility could not provide the information.
Therefore, the auditors generated the most current working capital available
using August 1995 through August 1996 balances to generate a 13-month average.
These amounts were compared to the utility forecast and the utility was
requested to provide reasons why the amounts would change from September to
December .

In addition to the differences between the to date projections and the
utvlity forecast. the utility projection excluded certain accounts that the
Commission usually includes in the allowance and included some accounts which
are sometimes excluded. The staff audit report lists the to-date information
for the working capital items as well as the util1ty projections The
accounts that were not i1ncluded by the utility are prepaid 1ncome tax (CIAC
tax payable was 1ncluded) and accrued expenses The utility also 1ncluded
unamortized debt discount of $389.922 The balance used by staff s
$394.954.19. These numbers are based on accounts 1811. 1812. and 1813
These accounts were also traced to the utility’s cost of capital schedule
Therefore, they are included in two places 1n the filing and one set should
be removed. The utility has also included mscel laneous current assets. This
consists of interest receivable. In previous cases. interest receivable has

been disallowed from working capital In Order No PSC 96 1320 FOF WS, 1ssued
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on October 30, 1996. in Docket No. 950495-WS (Southern States Utilities. Inc.)
The Commission stated that:

Commission policy has been to exclude interest income and

interest -bearing accounts for ratemaking purposes. In accordance

with this policy. the accrued interc.. receivable account will be

excluded.

Also. by Order No. 10557. issued February 1. 1982. in Docket No. 810136-
EU (Gulf Power Company) the Commission held that “These amounts represent
earnings on other assets and should not be included n working capital =

Based on past Commission action. [ recommend that this account be
excluded from working capital. Interest accrued consists almost entirely of
the Industrial Revenue Bonds interest accrued. The utility has recalculated
1ts projection of these accounts to be $269.790. The audit calculated an
average of $287.918.49.

The utility also requested that accounts receivable be increased for
growth of 6% and for the University addition. No dollar projections were
provided for the Umversity. [f the balances for August 1995 to November 1995
were increased by growth of 6%. accounts receivable would ncrease by an
average of $14,550.36 each month. Multiplying this number by four montns and
dividing it by thirteen would increase average accounts receivable by $4,477.
In response to audit requests. the utility has also provided a revised
projection for materials and supplies of $37.476.50 which 1s $2.237.56 higher
than the staff average on the previous page.

Audit Exception No. 6 addresses depreciation expense and accumulated

depreciation. In preparing projections for depreciation expense. the utility
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reduced depreciation expense for retirements. Retirements should only be
adjusted to accumulated depreciation. The utility’'s adjustment understated
the forecasted depreciation shown on MFR Schedules B-13 and B-14  The utility
also used an incorrect rate n the calculation of depreciation for the
proforma for the Corkscrrew addition. To determine depreciation expense for
future periods. the audit used plant at August 1996 and used the utility’s
rates. Depreciation on fully depreciated plant was removed and the net was
compared to the utility forecast The audit 1ncludes a detairled computation
which results in an increase to depreciation expense of $102.236 10 for water
and $46.688.74 for wastewater.

The audit also computed accumulated depreciation. | recommend that the
accumulated depreciation balance at December 31, 1996 be reduced by
$172.607.60 for water and $158.464.90 for wastewater  This adjustment is
based on a thirteen-month average. If the projected additions are 1ncluded
in the forecast for a full year. accumulated depreciation should be increased
by $32.468 38 for water and $8.838 97 for wastewater.

The forecasted accumulated depreciation on MFR Schedule A-1. p. 1.
includes an additional $93.220 for the Corkscrew addition  The 1ncreasc 1n
depreciation expense 1ncluded the used and useful forecasted depreciation
expense on the Corkscrew addition for the months September through December .
The increase of $93.220 is offset by a used and useful adjustment of $50.930.
Because the addition will not be in service a full year until 1997, these
costs will not be incurred for a full year in the projected test year 1996.
Q. Please review the audit disclosures in the audit report.

A, Audit Disclosures disclose material facts that are outside the
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definition of an Audit Exception.

Audit Disclosure No. 1 addresses property transactions with an
affiliated company. Caloosa Trace is a development which is owned by the same
owners as the utility. When developers connect to the system, the lines and
hydrants are contributed by the developers and reccrded on the books as a
debit to plant and a credit to CIAC. The net rate base effect 15 zero. On
February 20. 1990, Gu)f Utility Company recorded water assets of $59 683 .50
and wastewater assets of $92.815 for the Caloosa Trace Development. Phase ]
and $B.429.76 of water assets for Unit 16, Phase 8. Instead of a credit
entry to CIAC, the owners were given stock in the ut:l1ty in exchange for the
assets. This treatment increases rate base and increases the equity portion
of the cost of capital equation. The utility states that the transaction was
reviewed by Gulf's auditors and 1s in compliance with all rules and
requlations of the FPSC as well as generally accepted accounting principles.
Also. the utility comments that this transaction increases the level of
equity. which has historically been below desired levels 1 recommend that
the affiliate transactions should be required to be treated the same as non-
affiliates.

Audit Disclosure No. 2 addresses director fees. For 1nformation
purposes. I have disclosed the director fees charged to miscellaneous excenses
for the test year. These fees amount to $11.970 for water and $6.030 for
wastewater.

Audit Disclosure No. 3 addresses affiliate transactions. Caloosa Group
is a land development company which 15 an affiliate of Gulf Utility. Five of

Guif's employees also work for Caloosa and are paid by both companies.
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Caloosa is charged $50 per month for the use of Gulf’'s computer system for
payroll. general ledger. and minimal accounts payable The utility estimates
usage at two to three hours a month. Caloosa is also charged $50 per month
for office rent and supplies. How.ver. Caloosa purchases 1ts own separate
supplies. Backhoe diesel fuel purchased by Gulf 1s billed to Caloosa at cost.
The $1.200 a year charge is credited $396 each to water expense materials and
supplies-ASG and miscellaneous expense and $204 each to the same expenses in
the wastewater system.

The percentage of Caloosa payroll to total Caloosa and Gulf payroll
during the last audit was 12.67%. The most recent payroll register shows
Caloosa payroll at 2.13% of total payroll. To determine the difference, the
auditors reviewed the hours shown on the Caloosa Earnings and Deductions
report and the pay shown and then arrived at an hourly rate. As indicated in
the audit report. the hourly rates used for Caloosa and Gulf appear to be very
different. In addition, expenses have been charged to Caloosa for the
employee benefits or for business expenses and car expenses of James Moore.
the utility president.

The audit attempted to determine expenses considered to be related to
employees who perform tasks for both companies for the year ended August 31
1996. It then allocated these costs at the 2.13% payroll ratio and compared
these costs to the $1.200 a year currently being charged. This method may
understate the amount because the allocation basis used 1s total company
payroll and many of the expenses relate to James Moore. who probably should
be allocated on an individually higher basis than on a total company basis.

This method also understates the amount because of the difference in rates
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used. However. the audit used a payroll basis because no other allocation
method could be determined. [ do not believe that this 1s the best method
since Caloosa does not have billing or the high amount of payables as Gulf.
But. using this method results in an additional billing to Caloosa of
$5.001.81. The details of this calculation are in the audit report.

Audit Disclosure No. 4 addresses office rent. Gulf entered a lease with
Calousa Group to lease new office space. The former office is being converted
into offices for operations personnel and storage. The costs associated with
this new office lease are estimated at $59.830.

The lease with Caloosa Group is for 33.71% of the burlding. If no
proven outside market exists for affiliate rental property. a cost basis
analysis mdy be used to determine the rent. The audit report presents a
calculation using original cost. rate of return. and depreciation. This
calculation results in a $20.319.74 reduction to the stated lease amount.

Currently. Caloosa has a lease with an outside party. the Hospital Board
of Directors of Lee County. This lease startedlln May 1996. The lease 15 a
five year lease for 6,460 square feet at $12 per square foot. The lessee is
required to pay a proportionate share of operating expenses and 1s given a $15
per square foot improvement allowance. The utility also has a report from a
real estate broker which concludes that the appropriate market rental rate for
smaller tenants would be $15 per square gross. 1nclusive of common area
maintenance charges including taxes and insurance. Caloosa is charging
$14.50. However. an analysis performed on various office space. 1n the same
report. shows gross rent after adjustments ranging from $11.76 to $15 .47 with

similar build-out offers. The maintenance costs paid with the Gulf lease are

- 10 -
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estimated and a portion may be refunded based on actual costs. Expenses for
Gulf include $9.827.52 related to Gulf's share of common expenses ot Caloosa
which include insurance. property taxes, electric. lawn care. and garbage.
This amount is $3.599.56 higher than the annualized expense 1ncurred for the
first seven months of 1996.

Audit Disclosure No. 5 addresses the San Carlos water line project. As
of December 1993, the utility had charged $11.826.87 of invoices. mainly from
Humphrey & Knott, for the San Carlos waterline project to a deferred account.
B62.13-Engineering for water system development. Recently, the uti1ity added
$17.773.59 to this account for invoices from Missimer and Humphrey and Knott.
The account is being amortized over 5 years. $8.183.76 15 the projected
amortization during the forecasted test year. The utility originally
described this project as construction work in process. During the last
audit. when asked why this had not been charged to construction in process as
part of the water line costs. the utility responded that 1t had not yet
received approval from the county for the installation of the line or required
mandatory hookups. The current audit again questioned this project. The
utility responded that it had abandoned this project because the County
Commission would not require mandatory hookups. The amortization 15 sti1l
being included in the forecast.

Audit Disclosure No. 6 addresses projected plant. The filings prepared
by the utility contatned forecasted plant additions 1n both the 1996 MFR plant
schedules (A5) and in the water rate base schedule as a proforma that has not
yet been completed. The filing includes projections of $2.561.563 for the
water system and $902.890 for the wastewater system

S 11 -
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The contracts did not break down amounts between water and wastewater.
Therefore, the audit reviewed the contracts 1n total The estimates are
$189,433 more than what 15 shown 1in the MFR exhibits. in addrtion,
miscellaneous plant projections for water (MFR Schedule A-5) are overstated
as of August 1996 by $143.513.14 and wastewater projections are understated
by $3.959.96. This creates a net understatement of plant 1n the exhibits of
$49.879.82. Based on our analysis. nmet plant forecasts seem to be understated
based on current projections. However., based on construction work 1n process
dollars. it is questionable whether these amounts will be completed n 1996.
In addition, the 13-month average effect is incorrect since these additions
were not made in the months they were projected.

Audit Disclosure No. 7 addresses CIAC. The audit examined CIAC as of
August 1996. At that time. the general ledger balance was $109.292 more than
the water MFR schedules and $30.640 less than the wastewater MFR schedules.

Audit Disclosure No. B addresses prepaid C!'AC.  Excluding the CIAC
received from the University. the utility has a balance of $550.999.25 1n the
water prepaid connections account and $207,304.50 for wastewater. In the
MFRs. the utility has projected $171.680 of water CIAC to be transferred from
the prepaid account (A-12). The utility has not projected any prepaid CIAC
transfers for wastewater during this time period. All the connections in
prepaid CIAC appear to be related to plant already 1n service However. the
only utility adjustment made to used and useful plant was to the proforma
plant addition for the Corkscrev water plant  Even though the utility 1s not
yet collecting revenue related to these contributions. 1t 1s earning a return

on the assets to which the contributions relate since the assets were

.12 -
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considered 100% used and useful. Therefore. I recommend that the prepad CIAC
of $379.319.25 for water ($550.999.25-%171.680 projected) and $207.304 50 for
wastewater be included 1n rate base.

Audit Disclosure No. 9 addresses revenue projections The audit used
the actual revenues for September 1995 through August 1996 to look at the
reasonableness of the utility’'s projected revenues. These actual revenues are
substantially lower than those projected in the utility's filing. Even 1f the
1995 portion of these revenues are increased by growth of 6%. as estimated by
the utility. the revenues are still understated by $59.948 1n the water system
and $90.371 in the wastewater system. The difference 15 probably due to the
utility including revenue from the new University for the entire year But.
since the University is not yet complete. the audit’'s numbers do not contain
any revenue from the University.

Audit Disclosure No. 10 addresses a customer survey. The utility
performed a customer satisfaction survey and 1ncluded the costs in the
forecast. This is the first time the util1ty has performed the survey and 1t
intends to perform the survey annually. The costs related to the survey
total $9.744 04, allocated $6.431.07 to the water system and $3.312 97 10 the
wastewater system.

Audit Disclosure No. 11 addresses the engineering for the new
University. The utility charged two 1nvoices for engineering costs related
to the new Umversity to accounts 631 and 731, Contract Services. Engineering
during the September 1995 to August 1996 period used by the auditors to
determine expenses. These invoices related to the prelyminary survey. They

were charged $1.029.36 to the water system and $310.00 to the wastewater

- 13 -
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system.

Audit Disclosure No. 12 addresses accounting costs for the overearnings
investigation. In October 1995, the utility paid Keith Cardey $6.183.50
($4,204.78 water and $1.978.72 wastewater) to review the overearnings case.
The utility charged these cost. to accounts 635.8 and 735.6 for water and
wastewater, respectively. These costs fall into the period used by staff to
determine the reasonableness of expenses. These costs should be non-recurring
and may more appropriately be added to deferred rate case expenses since it
was the overearnings investigation that triggered the rate case.

Audit Disclosure No. 13 addresses the vice-president’s salary. The
utility's forecasted expenses include a salary for the Vice-President of the
Company. Randall Mann. of $49.608. Mr. Mann does not maintain an office at
the utility site but has an office 1n Jacksonville. He was asked to provide
a letter which stated how much time he spends on uti1lity business. [t states.
“The amount of time spent per week on these various duties varies considerably
depending on the needs of the company.” The list of duties that he provided
includes accounting, financial. tax. and other duties mainly including
reviewing and making decisions. setting policy. and preparing tax schiedules.

A more complete listing is included in the audit report.

Audit Disclosure No. 14 addresses the expense forecast. The utility
prepared its forecast of expenses using a zero based budgeting approach.
Filings for projected test years usually trend a historic period using growth,
inflation. and other known changes. Because the utility’'s forecasted numbers
were difficult to evaluate and the utility had available actual data through

August 1996, the auditors decided to determine expenses for the period of

- 14 -
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September 1995 to August 1996 and determine any known changes that should
occur from September to December 1996. There are two major changes that are
going to occur. They are the additions of the Umiversity and Corkscrew
projects. The utility fully projected the University in its filing. The
utility projected the Corkscrew addition in rate base. but did not include 1t
in the forecast of expenses. The auditors prepared an analysis of the
balances from September 1995 through August 1996. added the utility proforma
adjustments for the University and the Corkscrew addition. and then did an
analysis of other known changes. The audit report includes a schédule
detailing this calculation. This analysis reveals that the expenses 1n the
filing are $110.380.04 less for water than the prepared amalysis. The
majority of this is due to the $118.303.50 of expenses the utility expects to
incur for the Corkscrew plant addition. For wastewater., the analysis reveals
that the expenses in the filing are $20.601.93 more than the util1ty projected
in 1ts forecast.

Audit Disclosure No. 15 addresses James Moore's expenses. The expenses
used in Disclosure 14 include $1,867.93 of local business meals and $120.38
of entertainment for James Moore. Descriptions of business meals include
discussing health insurance plans. trusts and 1nvestments. engineering
services. waterline projects. etc. The entertainment included drinks fpr a
San Carlos Water Line Project and a golf outing to discuss keeping insurance
costs down.

Audit Disclosure No. 16 addresses taxes other than income. Based on
audit analysis, the regulatory assessment fees and property taxes are

incorrect. In addition. | believe the payroll taxes are allocated incorrectly

.15 .
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between water and wastewater. First. the utility’s projected revenues do not
generate the reguiatory assessment fees (RAF) projected in the filing. My
calculations indicate the RAF should be decreased by $715 for the water system
and $1.051 for the wastewater system.

The audit also reviewed the 1996 projected property tax. Based on this
analysis. I believe the expense was underestimated. The audit report 1ncludes
the calculation I used to determine an increase to property tax of $7.504 for
water and $49,200 for wastewater.

Payroll taxes were allocated using 8 66%/34% customer ratio. or $43.806
for water and $22.567 for wastewater. If the taxes were allocated based on
the payroll accounts, they would be allocated at 62.61% for water and 37.39%
for wastewater. This would reduce payroll taxes for water by $2.462.26 and
increase taxes for wastewater by $2.462.26.

Q. Does this conclude your testimony?

A Yes, it does.

- 16 -
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L EXECUTIVE SUMMARY

Audit Purpose: We have applied the procedures described in Section I of this report to sudit
the components of Rate Base, Net Operating Income and Cost of Capital for the forecasted period
ending December 31, 1996.

Disclaim Public Use: This is an internal accounting report prepared after performing s limited
scope sudit; accordingly, this document must %t be relied upon for any purpose except 10 assist
the Commission staff in the performance of their duties. Substantial additional work would hypve
to be pesformed to satisfy generally accepted suditing standards and produce audited financial
statements for public use.

Opinion: Subject to the exceptions and disclosures which follow, the books and records of Gulf
Utility Company are maintained in substantial compliance with Commission Directives, The
expressed opinions extend only to the scope of work described in Section II of this report. Actual
ledger balances as of August 1997 were not reflective of the company's forecast. Several
exceptions and disclosures are presented to comrect the company forecast.

Several of the exhibits contained ersors. The company provided revised exhibits which are
attached to this report. They were used as a basis for the audit.

The forecast was based on zero based budgeting and not related to the historic year Comparison
of year to date figures revealed several discrepancies in the forecast.
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IL AUDIT SCOPE

The opinions contained in this report are based on the sudit work described below. When used
in this report COMPILED snd EXAMINED means that audit work includes:

COMPILED-Maans thet the audit staff reconciled exhibit amounts with the general Jedger; visually
scanned accounts for error or inconsistency, disclosed any unresolved error, isregularity, or
inconsistency, and exoept as otherwise noted performed 5o other sudit work.

EXAMINED-Means that the sudit staff reconciled exhibit amounts with the general ledger,
traced general ladger account balances to subsidiary Jedgers; applied selective analytical review
procedures; tested account balances to the extent further described; and disclosed any error,
irregularity, or inconsistency observed.

RATE BASE: Examined Plant in Service. Reconciled Contributed Plant to the CLAC detail. For
all other additions since the last audit reviewed invoices, AFUDC, and other supporting
documentation. Reconciled beginning balances to last audits.

Examined CIAC. Selected CLAC entries to determine if the company maintained supporting
documentation from the developer for contributed assets. Determined that fees were computed
at tariff amounts. Reconciled beginning balances to last sudited amounts. Determined if fc
compared to actual to date.

Recomputed depreciation and amortization of CIAC. Determined that contributed property was
amortized at the same rate the property was depreciated at.

Computed 13-month average working capital Reviewed cash accounts for interest eaming
balances. Traced 10 bank statements. Reviewed detail for deferred accounts, both invoices and

amortization. Reviewed inventory methodology.

CQOST OF CAPITAL: Computed 13-month average cost of capital. Traced debt issuances to
notes.

NET OPERATING INCOME:
Determined that the proper tariff rates were being used in the current billing period.

Examined expenses. For the period September 1995 to August 1996, performed the following
Determined detailed payroll by employee. Examined all FPL bills. Exsmined all large dollar
invoices for various accounts. Examined all contract service invoices. Examined taxes other than
income accounts. Determined reasonableness of affiliste transactions. Prepared proforma
adjustments for known changes in expenses and revenues. Determined possible changes in
September to Decamber 96 pariod and compared to the company forecast. The scope was limited
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in that all forecast numbers from the University and the Corkscrew additions were passed to the

Income taxes and deferred taxes were not reviewed due to time restrictions. However, the
company reported to staff that they will not be paying taxes in 1996.
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IL AUDIT EXCEPTIONS
AUDIT EXCEPTION NO. 1
SUBJECT. ADJUSTMENTS FROM PRIOR ORDERS NOT POSTED

STATEMENT OF FACT: The last rate order contained an adjustment to water plant to adjust
for the cost of a Lexus. The adjustment in order 24735 reduced plant by $20,721 and reduced
accumulated depreciation by $9,648. These adjustr.ients are not booked.

OPINION: Adjustments from the order should be booked. The amount removed is 72% of the
cost of the vehicle. Therefore, accumulated depreciation and deprecistion expense are also being
adjusted at 72% of the total amoum. The Lexus will be fully depreciated by October 1, 1996
Therefore, no adjustment is being made in this case.
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AUDIT EXCEPTION NO. 2
SUBJECT: COMPOSITE AMORTIZATION RATES FOR CIAC

STATEMENT OF FACT: The utility has amortized contributed property consistent with the
related asset, but the cash received is being amortized at & rate of 4.35% for water and 3.13% for
wastewster. The compeny does & true up to come to & composite rate. The company takes total
deprecistion for water divided by total plant for water and the same for wastewater. They then
take total CIAC amortization for each divided by total CIAC and come up with a rate. They then
multiply the difference in these two rates timee the ending balance of CIAC and make an
adjustment.

According to rule 25-30.140, "Ths CIAC plant shall then be amortized either by sccount, function
or bottom line depending on availability of supporting information. The amortization rate shall
be that of the appropriate account or function of the related CIAC plant. Otherwise, the composite
plant amortization rate shall be used.”

Although this was pointed out as an sudit exception in the last audit, no sdjustment was made.

OPINION: The composite depreciation rates excluding intangible and common plant for 1996
using the plant at §/96, is 3.2 for water and 3.5 for wastewster. The company should be
computing yearly composite rates to amortize their cash CIAC. By correcting everything 10 the
composite rate the company is eliminating their computations of amortizing the contributed plam
at the same rate as the plant. This was the proper treastment. The true up should only be on the
cash CIAC.

Staff computed amortization for projected 1996, using 8/96 CIAC. The computation follows on
the next page. The two pages following compute the composite rate by staff for cash
contributions. The difference between projecied amortization by the company and by siaff
follows.

Water Wastewater
Per Staff -attached sheets $351,175.85 $282,877.33
Per Co. MFR B-13 338,209.00 290,206.00
Difference $ 12,966.85 $ (7,328.67)

Staff determined 13 month average accumulated amortization using the company number and
compared these amounts to the company projected accumulated amortization of CIAC.
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Water Wastewater
Per staff 13 mth. avg. 9/96 $2.826.953.53 $1,877,617.73
Per company A-14 2,942,325.00 1,976,074.00
Difference $ (115,371.53) $ (98.45633)

The staff computation does not include forecasted CIAC not yet recorded. This CIAC is for the
University of $261,350 and for the Force main on Corkscrew of $127,525.92. Even if these were
amortized for an entire year, using the average CIAC amortization, the increase would only be
$11,588 for both water and wastewater, not the $213,827.86 difference above.

RECOMMENDATION: The company should recompute amortization on cash using s yearly
composite and not true-up contributed property to those rates. StafT did not compute the effects
on accumulated amortization.

Water expenses need to be reduced by $12,966.85 and wastewater expenses increased by
$7.328.67.

Rate base should be decreased by $115,371.53 for water and §98,456.33 for wastewater.
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COMPANY:  GULF UTILITY COMPANY

TIMLE: ANALYSIS OF AMORTIZATION CIAC
TESY YEAR: DECEMBER 31, 19008

SOURCE: #/96 DEPRECIATION EXPENSE PRINTOUT

CiAC
ACCOUNT SERIAL CATEGORY CIAC RATE AMORTIZATION
FIAR 10 1 2,073,208.00 3.20% 98,142 .01
AR 100 2 1.517.470.90 3.20% 45.550. 33
amna m 2 586,290 96 280 13.008.47
ama 01 4 1,045.00 2.60% 13
amna 102 2 122,117.00 2.60% 3,062 93
i 103 2 1457.400.2 2.39% .984.10
s 103 3 83,087.02 2.30% 1,064.57
ana 103 3 2001.403.72 222% .431.10
amna 109 3 a2 260% 14.701.08
ana 103 3 2.070.18 4.00% 12,803.06
ana 103 3 150,331.800 206% 451248
amna 03 3 NS08 10 5.00% 1,075.54
ma 103 4 815,177.08 2.39% 14333 04
amna 104 3 38341048 22% 87313
F{AR 108 2 63,885.00 2.60% 1,506 30
ann 108 2 200,186.21 4.35% 13,013 %0
v 107 2 454,080.58 5 00% 242430
ana 107 3 30,00 43 5.00% 1,646.82
FiaR w07 4 3202.7%0 5.00% 100.14
ana 100 3 432,020.02 2.00% 10,000 87
ama 300 2 738344 3 24820
WATER 12,220,500 38 35117583
a2 200 1 1,301,201.80 3.50% 47,642 08
ma 200 2 060,024.5 J.60% F-RF. 3 ]
amna F 3 $30,239.00 2.50% 13480 05
amna 202 2 7.7110.00 3.33% 258 78
am.a2 202 3 1,084,057 .03 31% 28,126 07
ana 202 4 182,771.04 33% 5,420 20
anaz 204 2 2.024.11 4.00% 80.9¢
an.a 203 3 8442026 @ I 213548
ana 204 3 1,310,780.38 4.00% 52,670 41
a2 205 3 344,772 18 203% 9.087 81
am.a 209 3 2,347.580.20 2.2% 52,110 48
m.a 290 3 303,731.88 33% 10,114.2¢
amna 29 4 40,760.20 3.35% 105728
anaz m 3 24.782.00 20.00% 4,060 S8
ana a0 3 11,900.00 20¥% NS M
a2 24 2 110.203.2) 31.30% yerorm7
a2 300 1 287 3.30% 0.08
2 300 2 161422 3.20% 83.27
WASTEWATER 6.004.270.01 202.877.33
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AUDIT EXCEPTION NO. 3

SUBJECT: CHARITABLE CONTRIBUTIONS

STATEMENT OF FACT. According to the NARUC chart of accounts, charitable
contributions are to be charged 10 account 426, a below the line account. The utility has included
$1,910 (1,265.60 water and 640.40 wastewater) of charitable contributions in accounts 675.8 and
775.8, miscellaneous expeases for the period September 1995 to August 1996,

OPINION: These expenses should be reclassified to a below the line expense.

10



AUDIT EXCEPTION NO. 4

SUBJECT: FILING REVISIONS
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STATEMENT OF FACT: While reviewing the company filing, several discrepancies were found
between the MFR schedules. The company verified the errors listed below. The comrected

numbers were used as a basis for all audit work performed.

Schedule

A-2pg. 1

A-2pg. 2

A4

A-11

Description
Utility Plant in Service

Utility Plant in Service (Adjustment)
Working Capiual Allowance (Adjustment)

1995 Additions (Water)

1996 Projected Additions (Water)
1996 Projected Retirements (Water)
1996 Projecied Additions (Sewer)
1996 Projected Retirements (Sewer)
12/31/96 Projected (Water)
12/31/96 Projected (Sewer)

1996 Projected Additions (Water)
1996 Projecied Additions (Sewer)
12/31/96 Projected Balance (Water)
12/31/96 Projected Balance (Sewer)

MFR Amount

14,282,349

11,416,482
247,407

670,704
1,270,217
18,422
1,276,041
24,021
17,273.875
15,066,855

411,695
390,388
12,220,686
9,060,363

Correct Amt.

14,280,084

12,806,634
288.739

670,530
1,432,367
180.573
1,326,729
79.790
17,273,700
15,061,774

729,306
745,198
12,470,301
9.356.348



AUDIT EXCEPTION NO. §

SUBJECT: WORKING CAPITAL FORECAST
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STATEMENT OF FACT: The company filing did not provide any forecast methodology for their
projection of working capital. Tallshassee maff requested this information through an
interrogatory. Miami staff requested the calculations supporting the methodology. The company

could not provide the information.

Therefore, staff generated the most curment working capital available using 8/95 10 8/96 balances
1o generate 8 | 3-month average. These amounts were compared to the company forecast and the
company was requested to provide reasons that the amounts would change from September 0
December. Their response is attached 1o this exception.

In addition to the differences between to date projections and the company forecas, the company -
projection excluded centain accounts that are usually included and included some accounts which

are sometimes excluded by the Commission.

The differences follow:

Cash

Accounts Receivable-Customer
Accounts Receivable-Other

Materials and Supplies

Unamortized Debt Discount and Expense
Unamortized Rate Case Expense
Preliminary Survey & Investigation
Clearing Accounts

Other Deferred Debits

Prepayments

Mis. Curremt Assets

Accounts Payable Trade

Taxes Other Than income

Accrued Interest

Other Current Liabilities

Net working Capital

Accounts not included by the company:

Company
Forecast 96

$ 332,244
305,246
114
24,426
389,922
57,561
(9.895)
(2,026)
130,975
76,850
78,031
( 170,889)
( 329,812)
( 239.296)
( 49.740)
$ 593,611

Prepaid Income Tax(CIAC tax payable has been included

In staff calculation above)
Accrued Expenses

Staff working capital if these accounts are included

12

Staff
Average
8/95-8/96
$268,585.71

269,102.71

183.34

3523894

394.954.19
57.561.00 Note A

(12,766.78)

( 1,746.72)

142,743.57

21,31852

61,109.68
(209,853.09)
( 591,654.78)
(287,918.49)
( 59.027.98)
$ 8782982

314,362.08

(20,581.53)
$ 381,610.37
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The company included unamortized dett discount of $389,922 in working capital. The actual
balances used by staff are $394,954.19. The company accounts used to arrive at these numbers
are accounts 1811, 1812, and 1813. These accounts were traced to the company's cost of capital
schedule. Therefore, they are included in two places in the filing and should be removed. This
would reduce the $381,610.37 to a negative working capital balance of $13,343.82,

Miscellaneous current aseets is actually interest receivable. Interest receivable has been
disallowed from working capital in some cases. This would further reduce working capital by
$61,109.68. Interest accrued consists almost entirely of the Industrial Revenue Bonds interest
accrued. The company has recalculated their projection of these accounts 1o be $269,390
according to the attached letter. This would increase working capital by $18,128.49 since the
staff average is $287,918.49.

The company’s letter attached requests that accounts receivable be increased for growth of 6%
and for the University. No dollar projections were provided for the University. If the balances -
for 8/95 10 1195 were increased by growth of 6% they would increase by an average of
$14.550.36 each month. Multiplying this number by four months and dividing it by 13 would
increase average accounts receivable by $4.477.

They have also provided a revised projection for materials and supplies of $37.476.50 which is
$2,237.56 higher than the staff average on the previous page.

Note A: Company number used-costs not yet incurred

13
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Gulf UtHity Company
19910 S Tamapm Tra!
FC B 1%

Ete-c b 326280350
$<:438.1000
Far G5 438 0629

October 31, 1996

Kathy L. Welch, C.P.A.

Florida Public Service Commission
3625 NW 82nd Avenue-Suite 400
Miami, Fl 33166-7602

RE: Working Capital for Test Year Ending December 31, 1996

Dear Kathy:
The following are Gulf’'s responses to be added to the FPSC Audit Report:

“ccounts Receivable-Customer: The accounts receivable balance was increased

S5 allow for customer growth and addition of the Florida Gulf Coast
University revenues. Gulf is expecting a 6% increase in growth and Florida
Gulf Coast University revenues were included for 12 months of 1996 projected
revenues. The August 1995-August 1996 revenues do not reflect an entire
year’'s increased customers, the Florida Gulf Coast University for 12 months
or additional commercial development to be accepted in the last quarter 1996,
represented in the MFRe. Due to drier weather, and returning winter
residents, revenues increase during the 4th, 1lst and 2nd quarters of the

year.

Materials and Supplies: Gulf has added 2 sequestering agents to its water
treatment chemicals, pyro-phosphate and zinc. The average balance for zinc
will be $3,000 per month and $10,140.50 for pyro-phosphate. The tank size
for pyro is 500 gallons and Gulf would refill the tank at the 100 gallons
level, an average gallonage of 300 gallons. The zinc tank size will be 750
gallons and it would bs refilled at 100 gallons also, the average gallonage
of 425 gallons would be maintained. 510 Zinc ie 14.64¥%s per gallon, 750
gallons=10, 9808 per shipment, $7,495.58 per shipment. 500 Pyro is equivalent
toiln.azi per gallon. $00 gallons=9%,1608 per shipment, $11,932.35 per
shipment.

The Materials and Supplies budget balance would increase to $37,476.50. This
more closely meets Gulf’s August 1995-Auguest 1996 Materials and Supplies 13
month average balance.

16
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1 ]

-

Kathy Welch
‘PSC
sage 2 of 2

Accrued Taxes:

CIAC tax payable was not included in Gulf‘s MFRs. The CIAC tax payable and
all associated accounts such as Income tax estimates paid and CIAC Tax Escrow
Accounts were excluded from calculation of working capital in the overearning
audit report. The same methodology was used in thie echedule.

Accrued Interest: Principal reductionz made Oct. 1

1996 Accrued Interest-1988-A: $260,000 ® 9.25¢ x 9 months=$ 18,038
$180,000 @ 9.25¢ x 3 monthse$ 4,163

$5,545,000 @ 9.62% x 12 monthe=$533,429

1996 Accrued Interest-1988-p:$3,970,000 @ 9.5¢ x 9 months=$282, 863
$3,945,000 @ 9.5¢ x 3 monthes=$ 93,654

1996 Accrued Interest RBN 75,360 @ prime + 2.5V 9 mo=$ 5,412
75,360 ent. x 3 months=S5__ 1,804

Total interest Expense 1996 $939,40)
Divided by 12 months $ 78,284

13 month averages-sees attached worksheets:

388-A IDRB Accrued Interest $160,531
1988-B IDRB Accrued Interesst 108,702
RBN Accrued Interest —_k57
Total 13 month averages §269,790

I had projected a 13 month average of $239,296 and Aug 95-Aug 96 average is
$287,918.4°2 according to your workeheet. The real 1) month average should be

approximately $269,790.

I am enclosing the Request #23 response in this correspondence. The response
to #23 was previously eent to you by Fedsral Express.

Please call should you have any questions. I will fax & majil this today.

Sincerely,

(it B. Clndse

Carol B. Andrews
Chief Financial Officer

15
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AUDIT EXCEPTION NO. ¢
SUBJECT: DEPRECIATION

STATEMENT OF FACT: In preparing their projections for depreciation expense, the company
reduced deprecistion expense by retirements. Retirements should only be adjusted to
accumulated depreciation. This caused the forecasted depreciation on B-13 and B-14 10 be
undersiated. They also used an incomrect rate in their calculation of depreciation for the proforma
for the Corkscrew addition.

To determine depreciation expense for future periods, staff used plant at 8/96 and used the
company rates. Depreciation on fully depreciated plant was removed and the net was compared
to the company forecast. The detail computations can be found on the following pages.

The net amount of undersiaternent was determined as follows:

Water Wastewater
Depreciation per attached sheets $ 551576.14 $491,999.17
Projected Deprecistion Corkscrew
per company 42,390.00
Non used and useful Corkscrew (7.511.00)
Depreciation for a full year on
projected additions not yet completed 20,881.05 15,152.57
Total $ 60723.19 $507,151.74
Adjustment for error in Corkscrew Rate (1.374.09)
Net Staff calculation $ 60586210
Per company forecast B-13 503,626.00 460.463.00
Difference $ 10223610 $ 46.688.74

Accumulated depreciation is also different than the company projection. Staff computed
accumulated depreciation as follows:

Water Wastewater
13-month average deprecistion 9/95-8/96  $3,582.839.69 $2,684,649 42
13-month average depreciation Meters 157,035.52
13-month average depreciation General 25887142 133,358.01
TOTAL $3,998,746.63 $2,818,007.43
Depreciation expense per moath using
above depreciation 4596468  40,999.93
At 4 months for September to December
increase - 183,858.72 163,999.72
Increase 4 months 19935 153,726.51 133,257.78
Net increase over 95 30,132.21 30,741 .94
Divided by 13 10 get average s 231786 $ 236476

16
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13-month average plus increase for

most recent depreciation $ 4,001,064.40 $2,820.372.10
13-month average per company

Forecast before Corkscrew Projection $4,173,672.00 $2,978,837.00
Difference-co. overstated $ 172,607.60 $ 15846490

If additions that were included in the forecast were included in accumulated depreciation at a full
year, they would increase accumulated depreciation by $32,468.38 for water and $8,838.97 for
wastewater and would not make up the difference indicated above.

Forecasted Accumulsted Depreciation on MFR A-] p. 1, in addition to the $4,173,672 shown
above contained a $93,220 for the Corkscrew addition. The above increase in depreciation
expense included the used and useful forecasted depreciation expense on the Corkscrew addition
in the for month adjustment for September 10 December. The increase of $93.220 is offset by a
used and useful adjustment of $50,930. Because the addition will not be in service a full year
unti} 1997, these costs will not be incurred for a full year in the projected test year 1996.

17
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IV. AUDIT DISCLOSURES

AUDIT DISCLOSURE NO. 1
SUBJECT: PROPERTY TRANSACTION WITH AFFILIATE

STATEMENT OF FACT: Caloosa Trace is a development which is owned by the same owners
as the utility company. When developers connect to the system, their lines and hydrants are
contributed by the developers and recorded on the books as a debit to plant and a credit to CIAC.
The net rate base effect is zero. On February 20, 1990 Gulf Utdility Company recorded water
assets of $59,683.50 and wastewster aseets of $92,81 S for the Calooss Trace Development, Phase
1 and $8,429.76 of water assets for Unit 16, Phase 8. Instead of the credit side of the entry being
to CIAC, the owners were given stock in the utility in exchange for their assets. This treatment
increases rate base and increases the equity portion of the cost of capital equation. Therefore.
increasing the cost of capital.

OPINION: Affiliate transactions should be required 10 be treated the same as non- affiliates

COMPANY COMMENTS: The shareholders of Gulf and Caloosa Group. Inc. are the same and
own the same proportionate share of each company. The transaction was reviewed by Gulf's
auditors. It is in compliance with all rules and regulations of the FPSC as well as Generally

Accepted Accounting Principles.

The benefit to Gulf of this transaction is increased level of equity, which has histoncally been
below desired levels.

21
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AUDIT DISCLOSURE NO. 2
SUBJECT: DIRECTORS FEES

STATEMENT OF FACT: The utility has charged directors fees to miscellaneous opx
accounts 675.8 and 775.8. During the test year the following fees were paid:

WATER WASTEWATER TOTAL

RUSSELL B. NEWTON, JR. 2,992.50 1,507.50 4,500.00
WILLIAM NEWTON 2,992.50 1,507.50 4,500.00
RUSSELL B.NEWTONII 5.985.00 3,015.00 9,000 00
TOTAL 11,970.00 6,030.00 18,000.00

¥
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AUDIT DISCLOSURE NO. 3
SUBJECT: AFFILIATED TRANSACTIONS

STATEMENT OF FACT: Caloosa Group is a land development company which is an affiliate
of Gulf Utlity. Five of Gulfs employees do work for Caloosa and are paid from both companies.
According to a memo from the utility, Caloosa is charged $50 per month for the use of Gulf's
computer system to do payroll, a general ledger, and minimal accounts psyable. They estimate
usage at 2-3 hours amonth. They are also charged $50 for office rent and supplies. Caloosa also
purchases their own separate supplies. Backhoe diese] fuel purchased by Gulf is billed to
Caloosa at cost. The $1,200 a year charge is credited $396 10 account 6208, $396 o account
6758, $204 10 account 7208, and $204 10 account 7758.

The percent of Caloosa payroll 1o total Calooss and Gulf payroll during the last audit was
12.67%. The most recent payroll register shows Caloosa payroll at 2.13% of total payroll. To
determine the difference, staff reviewed the hours shown on the Caloosa Eamings and
Deductions repornt and the pay shown and arrived at an hourly rate. The hourly rates used for
Caloosa and Gulf appear 10 be very differemt. The computation of rates, which assume a 40 hour
work week, follow:

Caloosa Gulf

President 22.69 56.82 3993%
Chief Financial Officer 16.74 2644 63.31%
Assistant to the CFO 9.00 14.47 62.20%
Administrative Manager 962 1594 60.35%
Administrative Assistant 8.00 9.30 86.02%

No expenses have been charged to Caloosa for benefits of the employees, business expenses of
James Moore, or car expenses of James Moore. In November of 1995, the company moved into
a new office building built by Caloosa.

OPINION: Suaff determined expenses considered to be related 10 employees who perform tasks
for both companies for the year September 95-August 1996, allocated these costs at the 2.13%
payrol] ratio, and compared these costs 10 the $1,200 a year currently being charged.

The amounts may be understated because the allocation basis used is payrol! for total company
and many of the expenses relate 1o James Moore who is probably allocated higher on an
individual basis than on a total company basis. h is also understated because of the difference
in rates used. A payroll basis was used because no other allocation method could be determined.
This is probably not the best method because Caloosa does not have billing or the high amount
of payables as Gulf. ’
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Rent at 2.13% (includes proforma for yearly amount) 1.274.38
2.13% of Health Insurance and IRA distribution 3.468.29
2.13% of office supplies which appear to be common (6208 and 7208) 441.22
2.13% of business expense, conference registration and 1.207.91
administrative expense (6758 and 7758)
2.13% estimated car expenses James Moore (6508 and 7508) 466.13
2.13% of computer depreciation ($174,125.14 at 16.66" « dep. rate) 618.27
INTERCOMPANY AMOUNT PER STAFF 6.201.8)
AMOUNT CHARGED BY COMPANY 1.200.00
DIFFERENCE 5,001.81
66% WATER 3,301.19
34% WASTEWATER 1,700.62

RECOMMENDATION: The company should charge Caloosa for all costs above.
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AUDIT DISCLOSURE NO. 4
SUBJECT: NEW OFFICE RENT

STATEMENT OF FACT: Gulf Utility has entered 2 lease with Caloosa Group to lease new
office space. The former office is being converted inte offices for operations personne! and

storage.

The new costs associated with this new office are estimated as follows: .
LEASE AMOUNT 3,931 SQ. FT. AT $12 A SQ. FT. 47,172.00
SALES TAX ON LEASE 2.830.32
COMMON EXPENSES RELATED TO LEASE 982752
59,829 84

The lease with Caloosa group is for 33.71% of the building. Traditionally. if no proven outside
market exists for affiliate rental property. a cost basis is used to determine the rent. Using this
assumption, rent would be:

BUILDING 567,317.00
LAND 126,324.00
TOTAL 693,641.00
RATE OF RETURN ALLOWED 9.25%
RETURN ON INVESTMENT 64,161.79
DEPRECIATION USING 40 YR LIFE (25-30.140) 14,183.00
COSTS OF BUILDING 78,344.79
% UTILITY SPACE 33.N%
RENT USING COST 26,410.03
RENT ABOVE 47,172.00
DIFFERENCE (20,761.97)
ALLOCATE PORTION OF REDUCTION TO CALOOSA  (442.23)
NET REDUCTION TO ABOVE CALCULATION (20,319.74)
WATER (13,411.03)

WASTEWATER (6,908.71)

Caloosa does now have a lease with an outside party, the Hospital Board of Directors of Lee
County. The lease started in May of 1996. The icase is a five year lease for 6,460 square feet
at $12 per square foot. The lessoe is required to pay a proportionate share of operating expenses
and is given a $15 per square foot improvement allowance.

The company has also provided a report from a real estate broker which concludes that the

appropriate market rental rate for smaller tenants would be $15 per square gross, inclusive of
common area maintenance charges including taxes and insurance. Caloosa is charging $14.50.
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However, an analysis performed on various office space shows gross rent afier adjustments
ranging from $11.76 to $15.47 with similar build out offers.

It should also be noted that the maintenance costs paid with the lease are estimated and a portion
may be refunded based on actual costs. Expenses for Gulf include $9,827.52 related to their
share of common expenses of Caloosa which include insurance, property taxes, electric, lawn
care and garbage. The year to date costs of these services are as follows:

Genenal cost for seven months of 1996 35.119.16
Annualized by dividing by 7 and multiplying y
byl2 - $8,775.70
Real estate tax 9.473.52
Insurance 225.00
Projected expenses for the building 18,474.22
Space occupied 3. N%
Gulf's share of costs 6,227.66
Portion included in expenses 9,827.52
Projected overstatement 3,599.86
Portion water at 66% 2,375.9]
Portion wastewater at 34% 1,223.95

OPINION: Expenses should be reduced by $2.375.91 for water and $1.223.95 for wastewater.
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AUDIT DISCLOSURE NO. §
SUBJECT: SAN CARLOS WATER LINE PROJECT

STATEMENT OF FACT: As of 12/93, the company had charged $11,826.87 of invoices mainly
from Humphrey & Knott for a San Carlos Waterline Project to a deferred account,
862.13-Engineering for water system development. Recently, the company added $17,773.59
to this account for invoices from Missimer and Humphrey and Knott. The account is being
amortized over 5 years. $8,183.76 is the projected amortization during the forecasted test year.
The compary worksheet originally described this project as construction work in process. During
the last sudit, when asked why this had not been charged to construction in process as part of the
water line costs, the company responded that they had not yet received approval from the county
for the installation of the line or required mandatory hookups. This project was questioned again
in the current audit. The company responded that they have abandoned this project because the
County Commission would not require mandatory hookups. The amortization is still being
included in the forecast.
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AUDIT DISCLOSURE NO. 6

SUBJECT: PROJECTED PLANT
STATEMENT OF FACT: The filings prepared by the company contained forecasted plant

‘sdditions in both their 1996 plant schedules (A5), and in their water rate base schedule as a
proforma that have not yet been completed. The filing includes projections for the following:

Water: (Recorded in A-S)

University $544,982(Shown in Jan. 96)
Effluent reuse line 66,667
Relocation of reuse line 63,8342
Relocation of water line at Treeline 60.627
Corkscrew pumping upgrade 31,000
$767.118
Corkscrew Plant (Proforma) $1,794 445
Total $2,561,563
Wastewater: (Recorded in A-5)
University $639,999(Shown in Jan. 96)
Effluent reuse line 133,333
Relocation forcemain Alico and 41 32,660
Relocation of line at Treeline 58,798
Upgrade to SCWWTP Barrigan and Eastgate 36,500
Upgrade Easigate recosting 1,600
Total $902,890

Staff reviewed estimates for these contracts. The contracts did not break down water and
wastewster. Therefore, they were reviewed in total. The estimates are $189,433 more than what
is shown in the exhibits. Miscellapeous plant projections for water, on A-5 , however, are
overstated as of August, 1996 by $143,513.14. Wastewater is understated by $3,959.96 This
creates a net understatement of plant in the exhibits of $49,879.82.
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Estimate Total Water Difference  Already

& Wwater In CWIP
Above
Relocate Forcemain 41 and Alico 40,000 32,660 1,340 22,557
University 1,160,208 1,184,981 (24,773) 331,532
Relocation Treeline (net retire) 136,222 183,267 ( 47,045) 68.28]
Forcemain Reuse Main 489,464 200,000 289,464
Corkscrew Plant 1,775,199 1,794 445 (19,246) 269,154
RTU Panel 41379 31,000 10,379
Upgrade Easigate recoating 1,600 1,600
Upgrede SWWTP 9814 36,500 (26,686)

$3,653,886 $3,464,45) $189433 §$691,523

Opinion: Net plant forecasts seem 1o be understated based on current projections. Although the
above items are in projected 1996, the university for the entire year, based on construction work
in process dollars, it is questionsble whether these amounts will be completed in 1996. In
addition, the 13 month average effect is incorrect since these additions were not made in the
months they were projected.
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AUDIT DISCLOSURE NO. 7
SUBJECT: CIAC

STATEMENT OF FACT: As of August 1996, the filing contained $109,292 Jess CIAC than what
is recorded in the general ledger for water and $30,640 more CIAC than what is in the ledger for
wastewater. These numbers were computed as follows:

WATER WASTEWATER

Per MFR A-12 as of August 1996 $12,306.62) $9.139,868
Less University not recorded but in MFR in Jan. 146,400 114,950
Net per MFR $12,160,221 $9.024918
Per 8/96 General Ledger 12,269,513 8994278
Difference $(109292) $ 30,640

As done with plant. the CIAC for the University was recorded for a full year by including it in
the January forecast.
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AUDIT DISCLOSURE NO. 8

SUBJECT: PREPAID CIAC

STATEMENT OF FACT: The company has projected $171,680 of water CLAC 10 be transferred
from the prepaid account on their filing of projected CIAC on A-12. They have not projected any
CIAC for wastewater during this time period.

Excluding the CIAC they have received from the University, the company has a balance of
$550,999.25 in their water prepaid connection: account and $207,304.50 for wastewater. -
These connections appear to be related to plant already in service. The only adjustment made to
used and useful plant was to the proforma plant addition for the Corkscrew water plant. Even
though the company is not yet collecting revenue related to these contributions, they are eaming
a return on the assets to which the contributions relate since the assets were considered 100%
used and useful. '

OPINION: Prepaid CIAC of $379.319.25 for water ($550,999.25-8171,680 projected) and
207,304.50 for wastewater should be included in rate base.
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AUDIT DISCLOSURE NO. 9
SUBJECT: REVENUE PROJECTIONS

STATEMENT OF FACT: Revenues using a period of September 95 10 Augun 96 were
substantially lower than those projecied in the company’s filing. If the 1995 portion of these
revenues are increased by growth of 6 % as estimated by the company, the revenues are still

understated.
WATER WASTEWATER

Revenues Sept. to December 1995 $668,381 $388274
Growth estimated at 6% x 1.06 x 1.06
inflated 1995 revenues $708,484 $411,570
Revenues Jan-Aug 1996 $1.526,925 $802,789
Revenue projection 1996 by staff $2235409 $1.214,359

Revenue projected in filing before rate adj. 2295357  1.304.730
Difference $ (59.948) $ (90.371)

The difference is probably due to the utility including revenue from the new University for the
entire year. Since the University is not yet complete, staff's numbers do not contain any revenue

from the University.

32



AUDIT DISCLOSURE NO. 10
SUBJECT: CUSTOMER SURVEY
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STATEMENT OF FACT: The company performed a customer satisfaction survey and included
the costs in their forecast. This is the first time they have performed the survey and they intend
to perform the survey annually. The costs related to the survey are: ‘

Printing Survey
Postage

Print letters
Public Relations
Tota)

Water
Wastewater

$1,601.43
3.888.10
1,055.76
3,198.75

$9,744.04

6,431.07
3,31297
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AUDIT DISCLOSURE NO. 11
SUBJECT: ENGINEERING FOR UNIVERSITY

STATEMENT OF FACT: Two invoices for engineering costs related to the new University were
charged 10 account 631 and 731, Contract Services, Engineering during the September 95 10
August 96 period used by staff t0 determine expenses. They related to the preliminary survey.
They were charged as follows:

WATER WASTEWATER

John Ruskia 470.74 88.48
John Ruskia 558.62 221.52
Total 1.029.36 310.00

OPINION: The staff engineer needs 10 review these items to determine if they should be
capitalized as part of the new addition related to the University.
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AUDIT DISCLOSURE NO. 12

SUBJECT: OVEREARNINGS ACCOUNTING COSTS

STATEMENT OF FACT: In October of 1995, the company paid Keith Cardey $6,183.50
($4.204.78 water and $1,978.72 wastewnter) to review the overeamnings case. They charged these
costs to accounts 635.8 and 735.8 for water and wastewater respectively. These costs fall into
the period used by staff 10 determine the reasonalieness of expenses.

OPINION: These costs should be non-recurring and may more appropriately be added to deferred
rate case expenses since it was the overeamings investigation that triggered the rate case.
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AUDIT DISCLOSURE NO. 13
SUBJECT:  VICE-PRESIDENT'S SALARY

STATEMENT OF FACT: Forecasted expenses included a salary for the Vice-President of the
company, Randall Mann of $49,608. Mr. Mann does not maintain an office at the utility site but
has an office in Jacksonville. He was asked 10 provide s letter which stated how much time he
spends on utility business. }t states, “The amount nf time spent per week on these various duties
vanes considerably depending on the needs of the company.”

A list of the duties he is responsible for is attached to this disclosure.
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- r

Reviev and make recommendations to the President regarding tha
monthly accounting, gensral ledger, and financial statement
preparation.

Resviev prepacation of PSC annual report.

Raviev and nkl‘r‘::e-on::::on:‘:.o tho‘!ru.uont. and Board of
Directors zegar the pendent avdit zeport. Isplement
changes in poliey or procedures, if any. :

1n conjunction with President and Chief Pinancial Offices,
de agecounting procedurss and polisies.

al

Raview and make Fecommendations to President regerding anouel
budget and cash flov prejections. Prepare long tarm cash flow
projsctions.

In comjunction with Presideat, perfors long term financial
’m-

Iz oonjuaction wich Chief Financial Officer and Presidant, set
short and long term investment policy.

In conjunction vith Chief Financial Officer, perfozm
investasant Rsnageasact astivities.

In conjunction with President, assist in loai terx debt
managensnt.

Monitor compliance vith dedbt covenants snd restiictions.

”
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1 Mann
v Prasident
t ©
28
.Drupage tax M-l sehedvls and sthear zelated echadules for
prepazation of state and fedaral taz raturas.
Along with President and outside tax advisors, set tax
policies and strategiss.
Prepare and file petitiens aad peports vith PSC zegarding CIAC
l and othar tix matters.
|
Ogher

Provide back-up masagensst {1 csse of exteanded absences or
othar amergency situations.

Saxrve on Boaxd of Directors.

Parform other epecial projects as directed by the Board of
Directors and President.
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AUDIT DISCLOSURE NO. 14
SUBJECT: EXPENSE FORECAST

STATEMENT OF FACT: The company prepared their forecast of expenses using a zero based
budgeting approsch. Filings for projected test year's usually trend s historic period using growth.
inflation, and other known changes.

Because of the difficulty in determining if the company forecasted numbers were correct and the
availability of actual data through August 195, staff decided to determine expenses for the
period of September 1995 1o August 1996 and determine any known changes that should occur
from September 10 December 1996.

There are two major changes that are going to occur. They are the addition of the University and
the Corkscrew addition. The utility projected the University in their filing. The wtility projecied
the Corkscrew addition in rate base, but did not include it in their forecast of expenses.

Staff prepared an analysis of the balances from 9/95 to 8/96, added the company proforma
adjustments for the University and the Corkscrew addition and then did an analysis of other
known changes. These changes are shown under the staff proforma adjustment column and are
further described in the attached list of adjustments. The numbers for the University and
Corkscrew additions should be reviewed by the swaff engineer. The Miami staff was unable to
determine the reasonableness of the quantities needed.

The analysis reveals that the expenses in the filing are $110,380.04 less for water than the
prepared analysis. The majority of this is due to the $118,303.50 of expenses the company
expects to incur for the Corkscrew plant addition.

For wastewater, the analysis reveals that the expenses in the filing are $20,601.93 more than the
company projected in their forecast.

OPINION: The attached schedules, pending engineering adjustments, more accurately reflect the
expenses of the company than the filing.
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GULF UTILITY
PROFORMA ADJUSTMENTS TO STAFF'S - 896 TEST YEAR
DECEMBIER 31, 19% TYL

DEBITS CREDITS

Salasies - Water $6,700.00
Salaries - Wastewater ($1,703.00)

Proforma increase for raise 1/1/96 annu.lised and
New employee changes.

NOT USED

Sludge hauling $35,589.00

Increase due 10 no shudge being hauled in initial
phase of plant due 10 needing 10 keep solids.
Estimate based on projections. Requesied verification

by niqff engineer.

Water - Electric (51,749.93)
Sewer - Electric $5.913.64

Annualize To WWTP plant costs.
Water - Chemicals
Wastewater - Chemicals $2,11982

Increase wasiewaser due s0 additional lime associated
with shudge hauling. Regquessed ver{fication by

Siqff engineer.

s
Water - Material & Supplies (52,549.97)
Wastewater - Material & Supplies (54,277.57)

Remove non-recurving costs for lighiening damage
and relocaring meter at Mariners Cove per co.
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GULF UTILITY
PROPORMA ADJUSTMENTS TO STAFF'S - 896 TEST YEAR
DECEMBER 31, 1996 TYE ’

DEBITS CREDITS

Contract Services - Water $1,836.28

Record rwo months amortisation of consumptive
use permit cost, which were not in period used.

7
Water Contract Services - Acct $7,01891
Wastewater Contract Services - Acct $3,303.03

Remove reversing entry made in December 1993
and accrual correcrion which was out of period.

s
Water Acct. - CS $1,452 00
Wastewater Acct. - CS $748 00
To proforma an annwal bill not paid in 1995 due 10
the rate case

, .
Water Legal - CS $3,174.51
Wastewater Logal - CS $1,493.89
To remove journal entry in December 1995 that was
reversed of prior period

10
Water Acct. $822.34
Watsr Legal - CS - $1,183.37

To increase for new costs increasing amortisation

11
Contract Services Other - Water ($10,846.53)

Remove non-recurring and owt of period item
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GULF UTILITY
PROFORMA ADJUSTMENTS TO STAFF'S - 89 TEST YEAR
DECEMBER 31, 19% TYE

DEBITS CREDITS

12
Contract Services Other - Wastewater - (31,819.01)

Remove non-recurring insurable Kghting damage

: 13
Rent - Water $7.851.0)
Rent - Wastewater $4.281.12
Annualize rens costs; Doez not reflect suaff ad).
Jor non utility
14
Water - Rent equipment ($1,100.00)
Remove non-recurring costs
15
Insurance Vehicle - Water $405.38
Insurance General - Water $1,890.07
Insurance W/C - Water $1271.59
Insurance Other - Water $83 99
Insurance Vehicle - Wastewater $31789
Insurance General - Wastewater ($1,303.30)
Insurance W/C - Wastewater $996.11
Insurance Other - Wastewster $68.99

Change insurable 1o current invoice

16
Misc. Water $2,935.94
Annualize amortize of CRSW and CKDC corkscrew
disposal permit

17

NOT USED
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GULF UTILITY
PROFORMA ADJUSTMENTS TO STAFF'S - 896 TEST YEAR
DECEMBER 31,199 TYL

DEBITS CREDITS

18
Rate Case Exp. - Water $20,209.00
Rate Case Exp. - Wastewnter $10,758.87
Proforma for rate case expense at company
estimase
19
Water - Insurance genenl (52,542 32)
Wastewater - Insurance general ($1,405.68)
Reduce insurance for acrual audit billing period
paid in 1996.
20
Water - Misc. $6,431.07
Wastewster - Misc. $3,31297
To record annual customer survey costs incurred for
Jirst time in Seprember 1996.
21
Fuel for power production $93.58

Increase for fill up paid outside of test year.
n
Contract Services - Wastewater $1,935.54

Increase contract services for costs that will make
1996 higher than s1qf)'s sest year selected .

3
Transportation Exp. - Wastewater $328 69

Increase over siaff selecred test yuar.

45



Exhibit KLW - 1 (Page 48 of 56)

GULF UTILITY
PROFORMA ADJUSTMENTS TO STAFF'S - 3596 TEST YEAR
DECEMBER 31, 1996 TYE

DEBITS CREDITS

Water - Contract Services $1,113.79
Wastewater - Contract Services $573.76

Item that would make 1996 higher than 1995
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AUDIT DISCLOSURE NO. 15

SUBJECT: JAMES MOORE'S EXPENSES

STATEMENT OF FACT: The expenses used in disclosure 14, include $1,867.93 of local
business meals and $120.38 of entertainment for James Moore. Descriptions on business meals
include discussing health insurance plans, trusts and investments, engineering services, waterline
projects, etc. The entertainment was for drinks for a San Carlos Water Line Project and

a golf outing to discuss keeping insurance costs down.
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AUDIT DISCLOSURE NO. 16
STATEMENT OF FACT: TAXES OTHER THAN INCOME

SUBJECT: Revenues projected in the filing times the 4.5% regulatory assessment fee does not
total the regulatory assessment fee projected in the filing.

Water Wastewater
Revenues projected 32,139422 $1,671,070
Regulatory Assessment Fee Rate 4.5% 4.5%
Regulatory Assessment Fee $ 96274 $ 75,198
Per Forecast on B-1$ $ 96989 § 76249
Difference $ (M5 $ (1,08])

Payroll taxes were allocated using a 66/34% customer ratio or $43,806 fcr water and $22.567 for
wastewater. If the taxes were allocated based on the payroll accounts. (see attachment 1o
disclosure 14) they would be allocated a1 62.29/37.17%. This would reduce payroll taxes for
water by $2,462.26 and increase taxes for wastewater by $2.462.26.

Based on the 1996 projected tax bills, 1996 projected property tax was underestimated.
Swaff computed the difference as follows:

Water Wastewater
Plant $15.831.190 $11.982.980
1996 Projected Tax Bills
allocated based on plant 77.124 59.506
Tax on Forecasied plam
based on % of tax to plam 8.145 4,514
Total! staff projection § 85269 $ 64,020
Forecas\ per company B-15 $ 72,765 $ 49200
Understatement $ 7504 14819
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V. COMPANY PREPARED SCHEDULES
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Explanaiion. Provide the calculstion of et Dase for the W6t yeo!. showing

) 'l_unorndw-lhnl-o Fionga Pubic Service Commigpion
‘“Company: Guil Uiy Company Schecuie A-1
Docket No. 990330 -WE Poge 1 0td
Tosi Your Ended Decoamber 31, 1008 Prparer Andrews
upong | ] o7 Projecied [x}
13 Months Average [z} or YearEne { )

ol aTuIITEN. AR NON - uBed and uabiul Bmas shouid De repored a8
Plam Held For Fulum Use.
) @ ™ 7] R
AVERAGE Adpewo Suppornp
Lne Descrighon 13 MONTH Uity Uity Schoeovie(s)
No. BALANCE Agjupiments (a) Belance
1 Uniny Plart in Barvice $10.700.337 51,704,445  §10.404.702 A-8
2 Lhilty Lang & Land Rights 200,372 200.372 A=$
3 Less Non-Used & Usetul Pignt (Nen) 193 934 291,838 1.078.409 A=-S & A=-D
4 Less Accumuisted Depreciation 4173672 3,220 4,208 082 A-#
8 Less CiAC 12.220 885 12220 888 A=142
] Accumulate g Amoruzation CAC 2042328 2942328 A-14
? Less Adventes for Construction 4885 985 A-'8
[ ] Working Capaal Allowance 358,144 F1 RIT A=1T
) Towat Water Rate Base $3.607 902 019 690 $4 427872 i

(a) Source Schedule A-1Page 3.Col &, ine 18 Coi June 18 and Col 8, bne 33
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sehadules of Sever Rate Base flerida Pblis Servies Cumiseion

1 Gulf Wilicy Covpany mm:'n-a
Bocker Mo, $50339-M0 Page 2 of 3
sohoduls Yoar Ended: Desenber 31, ln{ Lozt £o05eso

Nisterie (2] ox Prejosted ()
33 emthe Average [(a) er Yoar bnd [ )

Saplemstion: Provida the sslsulstion of Fets Bass for the teet yesy. Sheviag
all afjustesnte. Al]l nen-weed and weeful iense sheuld be raperted a0

Flant Neld Fez Putuse Uee.

(£3) m} ) ({1 (L1

tdems Miusted  Supperting

tine Dassription Por ilisy Weivity sehedule(s)

we. Beshe AMjustamts Belanse

1 ;ility Plant in Serviee 11,438,402 11.416, 403 | T ]

2 Teility Land & Land Righte 478,490 74,408 [ ]

3 Loss: Nen-Used & Useful Plam A-#
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