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1 DIRECT TESTIMONY Of KATHY l. WELCH 

2 Q. Please state your name and business address . 

3 A. My name is Kathy l. Welch. My business address is 3625 NW 82nd Ave. 

4 Suite 400 . Miami. Florida. 

5 Q. By whom are you presently employed and in what capac1ty? 

6 A. I am employed by the Florida Public Service Commission as a Regulatory 

7 Analyst Supervisor in the Division of Auditing and Financial Analysis 

8 Q. How long have you been employed by the Commission? 

9 A. I have been employed by the Florida Public Service Commiss10n for 

10 seventeen years and six months. 

11 Q. Briefly review your educational and professional background . 

12 A. I have a Bachelor of Business Administrat10n degree with a maJor in 

13 accounting from Florida Atlantic University. I have a Ceritfied Public 

14 Manager certificate from Florida State University. I am also a Cert1fied 

15 Public Accountant licensed in the State of Florida . I was hired as a Public 

16 Utilities Analyst I by the Florida Public Service Comrn1ssion in June of 1979 . 

17 I was promoted to Regulatory Analyst Superv1sor on January 2. 1990 . 

18 Q. Please describe your current responsibilit1es. 

19 A. Currently . am a Regulatory Analyst Superv1sor with the 

20 responsibilities of administering the Miami District Off1ce. review1ng 

21 workload and allocating resources to complete field work and issue aud1t 

22 reports. I also supervise. plan. and conduct ut1l1ty aud1ts of manual and 

23 automated accounting systems for historical and forecasted f1nancial 

24 statements and exhibits . 

25 Q. Have you testified before this Commiss10n or any other regulatory 



1 agency? 

2 A. Yes . I have filed testimony in the following cases : Tam1ami V1llage 

3 Utility. Inc. rate case . Docket No. 910560-WS: Tamiami Village Utility. Inc . 

4 transfer to North Fort Myers . Docket No . 940963-SU : and General Development 

5 Utilities. Inc . rate case. Docket No . 911030-WS. 

6 Q. What is the purpose of your testimony today? 

7 A. The purpose of my testimony is to sponsor the staff audit report of Gulf 

8 Utility in this proceeding . The audit report is f1led w1th my testimony and 

9 is identified as KLW-1 . 

10 Q. Were you responsible for this audit report? 

11 A. 

12 Q. 

Yes. I was the supervisor in charge of this aud1t . 

Please review the audit exceptions in the aud1t report . 

13 A. Audit Exceptions disclose substantial non-compl1ance w1th the Umfonn 

14 System of Accounts. a Commission rule or order. Staff Advisory Bulletins. and 

15 fonmal company policy . Audit Exceptions also disclose company exh1b1ts that 

16 do not represent CQIIl>any books and records and company fa1lure to prov1de 

17 underlying records or documentation to support the general ledger or exhibits . 

18 Audit Exception No . 1 addresses an adJustment made 1n the last rate case 

19 order . Order No . 24735. issued July 1. 1991. on page 7. reduced plant by 

20 S20.721 and accumulated depreciation by S9.648 to remove 72% of the cost of 

21 a Lexus automobile . However . the Lexus should be fully depreciated by October 

22 1. 1996. so no adjustment is needed for the forecasted test year ended 

23 Decenter 31. 1996. 

24 Audit Exception No. 2 addresses the composite amort1zation rates for 

25 Contributions in Aid of Construction (CIA() Comm1 ss ion rule 25 -30 .140 . 
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1 Florida Administrative Code . states: 

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

3 bottom line depending on availability of supporting informat1on. The 

4 amortization rate shall be that of the appropriate account or function 

5 of the related CIAC plant . Otherwise. the composite plant amortization 

6 rate sha 11 be used . " 

7 The ut 11 i ty has amortized contributed property consistent with the 

8 related asset. but the cash received is being amortized at a rate of 4.351 

9 for water and 3.131 for wastewater . The utility does a true-up to determine 

10 a composite rate. The utility ca 1 cu 1 ates 1) tot a 1 depreciation for water 

11 divided by total plant for water and the same for wastewater. and 2) total 

12 CIAC amortization divided by total CIAC for water and for wastewater . Then 

13 the utility multiplies the difference in these two rates by the ending balance 

14 of CIAC and makes an adjustment . 

15 The composite depreciation rates . excluding intangible and common plant 

16 for 1996 . using the plant at August 1996 . are 3.2% for water and 3.5% for 

17 wastewater . The utility should be computing yearly composite rates to 

18 amortize the cash CIAC. By correcting everything to the composite rate the 

19 utility is eliminating its computations of amortiz1ng the contributed plant 

20 at the same rate as the plant . The· true up should only apply to the ~ash 

21 CIAC . The audit computed amortization expense for the projected test year 

22 1996 . using the August 1996 balance of CIAC . The computations of the 

23 composite rate and the adjusted balances are included in the audit report. 

24 I recommend that the utility ' s proJected 1996 amort1zat1on expense be 

25 increased by S12.966.85 for water and decreased by S7 .328 .67 tor wastewater . 
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1 The audit also calculated the 13-month average accumulated amortization . Th1s 

2 calculation used the utility's general ledger for the per1od end1ng September 

3 1996. This average. when compared to HFR Schedule A-14 results in a reduct1on 

4 to the water HFRs of $115.371 .53 and the wastewater MFRs should be reduced by 

5 $98.456.33 . 

6 The staff computation does not include forecasted CIAC not yet recorded . 

7 This CIAC is for the University ($261.350} and for the force ma1n on Corkscrew 

8 ( S127. 525. 92>. Even if these were amortized for an entire year. us mg the 

9 average CIAC amortization . the increase would only be Sll .588 for both water 

10 and wastewater . not the S213.827 .86 difference above . 

11 Audit Exception No . 3 addresses char1table contr1but1ons . Comm1ss1on 

12 Rule 25-30.115(1) . Florida Administrative Code. requires that ·water and 

13 wastewater utilities shdll. effective January 1. 1986. mainta1n 1ts accounts 

14 and records in conformity with the 1984 NARUC Um form Systems of Accounts 

15 adopted by the National Assoc1at10n of Regulatory Ut11lty ConrT11SS10ners ·· The 

16 NARUC Uniform System of Accounts CUSOA> prescr1bes that "donations for 

17 charitable. social . or corrrnunity welfare purposes " should be charged to 

18 Account 426 - Miscellaneous Nonutility Expense. a below-the-line account . The 

19 utility has included Sl.910 ($1.269 .60 water and S640 .40 wastewater ) of 

20 charitable contributions in accounts 675 .8 and 775 .8. m1scellaneous expenses 

21 for the period Septent>er 1995 to August 1996. I recorrrnend that these expenses 

22 be reclassified to a below-the- line expense account . 

23 Audit Exception No . 4 addresses revisions to the util1ty filing . While 

24 reviewing the utility filing. the auditors found several discrepancies between 

25 the HFR schedules . The utility ver1f1ed the errors wh1ch are conta1ned 1n the 
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1 audit report . The corrected numbers were used as a bas1s for all aud1t work 

2 performed . 

3 Audit Exception No . 5 addresses the forecasted working capttal 

4 allowance . The utility filing ~id not provide any forecast methodology for 

5 the projection of working capital . The audit staff requested the calculations 

6 supporting the methodology . The utility could not prov1de the tnformatton. 

7 Therefore. the auditors generated the most current work1ng cap1tal ava1lable 

8 using August 1995 through August 1996 balances to generate a 13-month average . 

9 These amounts were compared to the utility forecast and the utility was 

10 requested to provide reasons why the amounts would change from September to 

11 OecetiOer. 

12 In addition to the differences between the t o date proJect 1ons and tht? 

13 uttlity forecast. the utility proJeCtton excluded certain accounts that the 

14 Commission usually includes in the allowance and included some accounts wh1ch 

15 are sometimes excluded. The staff audtt report lists the to-date 1nformat1on 

16 for the working capital items as well as the utillty proJeCtlOns The 

17 accounts that were not tncluded by the ut1l1ty are prepa1d 1ncome tax (CJAC 

18 tax payable was 1ncluded) and accrued expenses . The ut1l1ty also 1ncluded 

19 unamortized debt discount of S389 . 922 The balance used by staff 1s 

20 S394 .954 .19. These ni.Jrt>ers are based on accounts 1811. 1812. and 1813 . 
• 

21 These accounts were also traced to the utility's cost of cap1tal schedule . 

22 Therefore . they are included in two places 1n the ftltng and one set should 

23 be removed . The utility has also tncluded mtscellaneous current assets . Thts 

24 consists of interest receivable. In previous cases . tnterest recetvable has 

25 been disall~ fr<lll wor·king capt tal . In Order No PSC. 96 1320-ror ·WS. 1ssued 
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1 on October 30. 1996. in Docket No . 950495-WS <Southern States Ut1l1t1es. Inc . > 

2 The Commission stated that: 

3 Commission policy has been to exclude interest 1ncome and 

4 interest-bearing accounts for ratemaking purposes . In accordance 

5 with this policy. the accrued interc ~ ~ receivable account w1ll be 

6 excluded. 

7 Also . by Order No. 10557. issued February 1. 1982. in Docket No . 810136-

8 EU <Gulf Power Company) the Commission held that "These amounts represent 

9 earnings on other assets and should not be 1ncluded in work1ng cap1tal . .. 

10 Based on past Con~~~ission action. I reconmend that th1s account be 

11 excluded from working capital . Interest accrued consists almost ent1rely of 

12 the Industrial Revenue Bonds interest accrued . The utillty has recalculated 

13 its projection of these accounts to be S269.790 . The aud1t calculated an 

14 average of S287.918 .49 . 

15 The utility also requested that accounts rece1vable be 1ncreased for 

16 growth of 61 and for the Umversity add1t10n . No dollar proJeCtlOns were 

17 provided for the University. If the balances for August 1995 to November 1995 

18 were increased by growth of 61. accounts rece1vable would 1ncrease by an 

19 average of S14 .550.36 each month . Mult1ply1ng this number by four montns and 

20 dividing it by thirteen would increase average accounts rece1vable by S4.477. 

21 In response to audit requests. the ut1lity has also prov1ded a revised 

22 projection for materials and supplies of S37.476 .50 which 1s S2.237 .56 h1gher 

23 than the staff average on the ~revious page . 

24 Audit Exception No . 6 addresses deprec1at1on expense and accumulated 

25 deprec1ation . In preparing projections for deprec1at1on expense . the ut1l1ty 
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1 reduced depreciation expem.e for retirements . Ret1rements should only be 

2 adjusted to accumulated depreciation . The util1ty's adjustment understated 

3 the forecasted depreciation sh<W'l on HFR Schedules 8-13 and B-14 . The ut 11lty 

4 also used an incorrect rate 1n the calculat1on of deprec1at10n for the 

5 proforma for the Corkscrew addi t 10n . To deternn ne deprec1 at ion expense for 

6 future periods. the audit used plant at August 1996 and used the ut1l1ty ' s 

7 rates . Depreciation on fully depreciated plant wa s removed and the net was 

8 compared to the utility forecast The aud1t 1ncl ude~ a deta1l ed computation 

9 which results in an increase to deprec1at1on expense of S102 .236 .10 for water 

10 and 546 .688 .74 for wastewater . 

11 The audit also computed accumulated deprec1at1on. I recommend that the 

12 accumulated depreciation balance at December 31 . 1996 be reduced by 

13 Sl72 .607 .60 for water and Sl58 .464 .90 for wastewdter . Th1s adjustment is 

14 based on a thirteen-month average . If the projected add1t1ons are 1ncluded 

15 in the forecast for a full year . accumulated deprec 1at1 o~ should be Increased 

16 by 532 .468 .38 for water and S8 .838 .97 for wastewater . 

17 The forecasted accumulated depreciat10n on MFR Schedule .".- 1. p. 1. 

18 includes an additional S93 .220 for the Corkscrew add1t1on The 1ncrease 1n 

19 depreciation expense 1ncluded the used and useful forecasted deprer 1ation 

20 expense on the Corkscrew addition for the months September through December . 

21 The increase of S93 .220 is offset by a used and useful adJustment of S50 .930 . 

22 Because the addition will not be in service a full yP.ar unt1l 1997 . these 

23 costs will not be incurred for a full year 1n the projected test year 1996 . 

24 Q. Please review the audit disclosures in the aud1t report . 

25 A. Audit Disclosures disclose mater1al fact s that are outs1de the 
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1 definition of an Audit Except1on. 

2 Audit Disclosure No. 1 addresses property transact1ons with an 

3 affiliated company. Caloosa Trace is a development which is owned by the same 

4 owners as the utility . When developers connect to the system . the lines and 

5 hydrants are contributed by the developers and recorded on the books as a 

6 debit to plant and a credit to CIAC . The net rate base effect is zero . On 

7 February 20. 1990. Gulf Utility Company recorded water a~sets of S59.683 .50 

8 and wastewater assets of S92.815 for the Caloosa Trace Development. Phase I 

9 and S8.429.76 of water assets for Unit 16. Phase 8. Instead of a credlt 

10 entry to CIAC. the owners were given stock in the ut~l1ty 1n exchange for the 

11 assets. This treatment increases rate base and increases the equ1ty portion 

12 of the cost of capital equation . The utility states that the transact1on was 

13 reviewed by Gulf's aud1tors and 1s in compl1ance w1th all rules and 

14 regulations of the FPSC as well as generally accepted accounting principles. 

15 Also. the utility conments that this transaction increases the level of 

16 equity. which has historically been below des1red levels I recommend that 

17 the affiliate transactions should be required to be treattd the same as non-

18 affi hates. 

19 Audit Disclosure No. 2 addresses director fees . For information 

20 purposes. I have disclosed the director fees charged to miscellaneous expenses 

21 for the test year. These fees amount to S11.970 for water and S6 .030 for 

22 wastewater . 

23 Audit Disclosure No . 3 addresses afflliate transact1ons Caloosa Group 

24 is a land development company which is an aff1l1ate of Gulf Utllity. Five of 

25 Gulf· s emp 1 oyees a 1 so work for Ca 1 oosa and are pa 1 d by both companies . 
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1 Caloosa is charged SSO per month for the use of Gulf's computer system for 

2 payroll . general ledger. and minimal accounts payable . The ut1l1ty est1mates 

3 usage at two to three hours a month . Caloosa is also charged S50 per month 

4 for office rent and supplies . HOhcver . Caloosa purchases 1ts own separate 

5 supplies. Backhoe diesel fuel purchased by Gulf is b1lled to Caloosa at cost . 

6 The Sl.200 a year charge is credited S396 each to water expense materials and 

7 supplies-A&G and miscellaneous expense and S204 each to the same expenses in 

8 the wastewater system . 

9 The percentage of Ca 1 oosa payro 11 to tot a 1 Cal oosa and Gulf payro 11 

10 during the last audit was 12 .67%. The most recent payroll reg1ster shows 

11 Caloosa payroll at 2.131 of total payroll . To determ1ne the d1fference . the 

12 auditors reviewed the hours shown on the Caloosa Earnings and Deductions 

13 report and the pay shown and then arrived at an hourly rate . As indicated in 

14 the audit report . the hourly rates used for Caloosa and Gulf appear to be very 

15 different . In addition. expenses have been charged to Caloosa for the 

16 employee benefits or for business expenses and car expenses of James Moore. 

17 the utility president . 

18 The audit attempted to determine expenses considered to be related to 

19 employees who perform tasks for both companies for the year ended August 31 

20 1996. It then allocated these costs at the 2.131 payroll ratio and comp~red 

21 these costs to the Sl.200 a year currently being charged . Th1 s method may 

22 understate the amount because the a 11 ocat ion basis used 1 s total company 

23 payroll and many of the expenses relate to James Moore. who probably should 

24 be allocated on an individually higher basis than on a total company basis . 

25 This method also understates the amount because of the difference in rates 
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1 used . However. the audit used a payroll basis because no other allocation 

2 method cou 1 d be detenni ned . I do not be 1 i eve that th 1 s 1 s the best method 

3 since Caloosa does not have bill1ng or the high amount of payables as Gulf . 

4 But. using this method results in an additional billing to Caloosa of 

5 S5.001 .81. The details of this calculation are in the audit report . 

6 Audit Disclosure No. 4 addresses office rent . Gulf entered a lease with 

7 Calousa Group to lease new office space. The former office is being c~nverted 

8 into offices for operations personnel and storage . The costs assoc1ated with 

9 this new office lease are estimated at S59 .830 . 

10 The lease with Caloosa Group is for 33 . 71% of the bu1ld1ng . If no 

11 proven outside market exists for affiliate rental property. a cost basis 

12 analysis may be used to determine the rent . The audit report presents a 

13 calculation using original cost. rate of return. and depreciation . Th1s 

14 calculation results in a S20.319 .74 reduction to the stated lease amount . 

15 Currently. Caloosa has a lease with an outside party . the Hospital Board 

16 of 01rectors of Lee County. This lease started in May 1996. The lease 1s a 

17 five year lease for 6.460 square feet at S12 per square foot . The lessee is 

18 required to pay a proportionate share of operating expenses and 1s g1ven a S15 

19 per square foot improvement allowance . The utility also has a report from a 

20 real estate broker which concludes that the appropriate market rental rate for 

21 smaller tenants would be S15 per square gross. incluslVe of coomon area 

22 rna i ntenance charges inc 1 udi ng taxes and insurance . Ca 1 oosa is charging 

23 S14 .50 . However. an analysis performed on various off1ce space . 1n the same 

24 report. shows gross rent after adjustments ranging from Sll .76 to S15 .47 with 

25 similar build-out offers . The maintenance costs paid with the Gulf lease are 
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1 estimated and a portion may be refunded based on actual costs . Expenses for 

2 Gulf include S9.827 .52 related to Gulf's share of common expenses or Caloosa 

3 which include insurance. property taxes . electric . lawn care. and garbage . 

4 This amount is S3.599 .56 higher than the annualized expense 1ncurred for the 

5 first seven months of 1996. 

6 Audit Disclosure No. 5 addresses the San Carlos water line project . As 

7 of Oecent>er 1993. the utility had charged $11.826 .87 of invoices . mainly from 

8 HlJ11)hrey & Knott. for the San Carlos waterline proJect to a deferred account. 

9 862.13-Engineering for water system development. Recently . the ut1l i ty added 

10 $17.773.59 to this account for invoices from Missimer and Humphrey and Knott . 

11 The account is being amort1zed over 5 years . S8 .183 . 76 1s th<:> proJected 

12 amortization during the forecasted test year . The utility orig1nally 

13 described this project as construction work in process . During the last 

14 audit. when asked why this had not been charged to construction in process as 

15 part of the water 1 i ne costs . the uti 11 ty responded that . it had not yet 

16 received approval from the county for the 1nstallation of the line or required 

17 mandatory hookups. The current audit aga1n quest10ned th1s proJect . The 

18 ut i1 ity responded that it had abandoned this project because the County 

19 Commission would not require mandatory hookups . The amortizat1on is st1ll 

20 being included in the forecast. 

21 Audit Disclosure No. 6 addresses projected plant . The filings prepared 

22 by the utility contained forecasted plant addltions in both the 1996 MFR plant 

23 schedules CAS) and in the water rate base schedule as a proforma that has not 

24 yet been completed . The filing includes project1ons of S2 .561 .563 for the 

25 water system and S902 .890 for the wastewater system 
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1 The contracts did not break down amounts between water and wastewater . 

2 Therefore . the audit reviewed the contracts 1n total . The estimates are 

3 Sl89 .433 more than what 1s shown in the HFR exh1b1ts . In add1t1on . 

4 miscellaneous plant projections for water (HFR Schedule A-5) are overstated 

5 as of August 1996 by $143 .513 .14 and wastewater project1ons are understated 

6 by S3.959.96. This creates a net understatement of plant 1n the exh1b1ts of 

7 S49.879.82. Based on our analysis. net plant forecasts seem to be understated 

8 based on current projections . However . based on construct1on work 1n process 

9 dollars. it is questionable whether these amounts w1ll be completed 1n 1996 . 

10 In addition . the 13-month average effect is incorrect s1nce these add1t1ons 

11 were not made in the months they were projected . 

12 Audit Disclosure No . 7 addresses CIAC . The aud1t exam1ned CIAC as of 

13 August 1996. At that time. the general ledger balance was S109 .292 more than 

14 the water HFR schedules and S30 .640 less than the wastewater HFR schedules . 

15 Audit Disclosure No . 8 addresses prepaid C!.AC. £xclud1ng the CIAC 

16 received from the Universi ty . the ut1l1ty has a balance of 1550 .999 .25 1n the 

17 water prepaid connections account and S207.304 .50 for wastewater . In the 

18 HFRs . the utility has proJected S171 .680 of water CIAC to be transferred from 

19 the prepaid account <A-12) . The ut1l1ty has not prOJeCted any prepa1d CIAC 

20 transfers for wastewater during th1s t1me period . All the connect10ns in 

21 prepaid CIAC appear to be related to plant already in service However. the 

22 only utility adjustment made to used and useful plant was to the proforma 

23 plant addition for the Corkscrew water plant . Even though the ut1l1ty is not 

24 yet collecting revenue related to these contribut1ons . 1t 1s earn1ng a return 

25 on the assets to which the contributions relate s1nce the assets were 
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1 considered 1001 used and useful . Therefore. I recommend that the prepa1d CIAC 

2 of S379.319.25 for water CS550 .999 .25-S171 .680 proJected) and S207 .304 50 for 

3 wastewater be included 1n rate base . 

4 Audit Disclosure No . 9 addresses revenue proJections The aud1t used 

5 the actual revenues for September 1995 through August 1996 to look at the 

6 reasonableness of the utility ' s projected revenues . These actual revenues are 

7 substantially lower than those projected in the utillty ·s filing . Even 1f the 

8 1995 portion of these revenues are increased by growth of 6% . as est1mated by 

9 the utility. the revenues are still understated by S59.948 1n the water system 

10 and S90.371 in the wastewater system. The difference 1s probably due to the 

11 utility including revenue from the new Un1vers1ty for the ent1re year . But . 

12 since the University is not yet complete . the audi t ' s numbers do not conta1n 

13 any revenue from the University . 

14 Audit Disclosure No . 10 addresses a customer survey. The ut1llty 

15 performed a customer satisfaction survey and 1ncluded the costs 1n the 

16 forecast . This is the f1rst time the ut1l1ty has performed the survey and 1t 

17 intends to perfonm the survey annually . The costs related to the survey 

18 total S9.744 .04 . allocated S6.431 .07 to the water system and S3. 312 97 to the 

19 wastewater system. 

20 Audit Disclosure No . 11 addresses the engineer1ng for the new 

21 University . The utility charged two 1nvo1ces for engineer1ng cost s related 

22 to the new University to accounts 631 and 731 . Contract Serv1ces. Engin~r1ng 

23 during the Septent>er 1995 to August 1996 per10d used by the o~dltors to 

24 determine expenses. These invoices related to the prel1m1nary survey . They 

25 were charged Sl.029 .36 to the water system and S310 .00 to the wastewater 
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1 system. 

2 Audit Disclosure No. 12 addresses account1ng costs for the overearn1ngs 

3 investigation. In October 1995 . the utility paid Keith Cardey S6.183 .50 

4 ($4.204.78 water and S1.978.72 wastewater> to review the overearnings case. 

5 The utility charged these cost~ to accounts 635 .8 and 735.~ for water and 

6 wastewater. respectively . These costs fall into the per1od used by staff to 

7 detenmine the reasonableness of expenses . These costs should be non -recurring 

8 and may more appropriately be added to deferred rate case expenses s1nce it 

9 was the overearnings invest1gat1on that triggered the rate case . 

10 Audit Disclosure No . 13 addresses the vice-pres1dent's salary . The 

11 utility ' s forecasted expenses include a salary for the V1ce-President of the 

12 Company. Randall Mann. of S49.608 . Mr . Mann does not ma1nta1n an off1ce at 

13 the utility site but has an office in Jacksonv1lle . He was asked to prov1de 

14 a letter which stated how much time he spends on utility business . It states. 

15 ·The amount of time spent per week on these various duties varies considerably 

16 depending on the needs of the company." The list of duties that he provided 

17 includes accounting. financial. tax. and other duties ma1nly 1ncluding 

18 reviewing and making decisions . setting policy . and preparing tax schedules . 

19 A more complete listing is included in the audit report. 

20 Audit Disclosure No . 14 addresses the expense forecast . The ut1l1ty 

21 prepared its forecast of expenses using a zero based budgeting approach. 

22 Filings for projected test years usually trend a historic period us1ng growth . 

23 inflation. and other known changes . Because the utility's forecasted numbers 

24 were difficult to evaluate and the utility had available actual data through 

25 August 1996. the auditors decided to determine expenses for the period of 
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1 September 1995 to August 1996 and determine any known changes that should 

2 occur from September to December 1996 . There are two major changes that are 

3 going to occur . They are the additions of the Umver~ity and Corkscrew 

4 projects . The utility fully projected the University in its filing . The 

5 utility projected the Corkscrew addition in rate base . but did not include it 

6 in the forecast of expenses. The auditors prepared an analysis of the 

7 balances from September 1995 through August 1996 . added the ut1l1ty proforma 

8 adjustments for the University and the Corkscrew addit1on. and then dld an 

9 analysis of other known changes. The audit report includes a schedule 

10 detailing this calculation . This analysis reveals that the expenses 1n the 

11 filing are Sll0.380.04 less for water than the prepared analysis . The 

12 majority of this is due to the $118 .303 .50 of expenses the utility expects to 

13 incur for the Corkscrew plant addition . For wastewater . the analysis reveals 

14 that the expenses in the filing are S20 .601 .93 more than the ut1l1ty projected 

15 in 1ts forecast . 

16 Audit Disclosure No . 15 addresses James Moore's expenses . The expenses 

17 used in Disclosure 14 include Sl.867 .93 of local business meals and S120 .38 

18 of entertainment for James Moore . Descriptions of business meal s include 

19 discussing health insurance plans. trusts and investments . eng1neering 

20 services. waterline projects. etc . The entertainment included dr1nks for a 

21 San Carlos Water Line Project and a golf outing to discuss keeping insurance 

22 costs down . 

23 Audit Disclosure No. 16 addresses taxes other than income . Based on 

24 audit analysis. the regulatory assessment fees and property taxes are 

25 incorrect . In addition . I believe the payroll taxes areal located incorrectly 
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1 between water and wastewater . First. the utility 's proJected revenues do not 

2 generate the regulatory assessment fees <RAF) projected in the f1ling . My 

3 calculations indicate the RAF should be decreased by S715 for the water system 

4 and S1.051 for the wastewater system. 

5 The audit also reviewed the 1996 projected property tax . Based on this 

6 analysis. I believe the expense was underest1mated . The audit report 1ncludes 

7 the calculation I used to determine an increase to property tax of S7 .504 for 

8 water and S49.200 for wastewater. 

9 Payroll taxes were allocated using a 66%/34% customer ratio . or S43 .806 

10 for water and S22.567 for wastewater. If the taxes were allocated based on 

11 the payroll accounts. they would be allocated at 62 .61% for water and 37.39% 

12 for wastewater. This would reduce payroll taxes for water by S2.462 .26 and 

13 increase taxes for wastewater by S2.462 .26. 

14 a. Does this conclude your testimony? 

15 A. 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Yes . it does . 
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L EXECt111VE SCMMARY 

Alldil .... lit: We lllwlplltied the procedures delc:ribld iD Section D or dis report to IUdit 
the 01JU1f ~~•• alllle B-. Nit ()paaDc Income IDd COli afc.pital for the foncuaed period 
tDdinaDicelrkli,I9M. 

l»iiml• .. Nc11•: 1'llil is u......, ICCOUntina repon prepued after pelfOfllliaa a limited 
teopeaaclit; iCC1Gidi'll1, dis~ 11111t n be relied upoa f'or any J1U1P01C acepc to aui• 
die CoamiiM1e ..-.the pllforaace oltheir duties. S.lbll~~~tialldditional work would bfve 
to be pelf'OI"'DDd to ~ ..-allY ICCipted IUditinii&IDdanll ..t produce IUdited hancia1 

l&ltemeats fbr pulllic Ull. 

Oplaa..: SubjKt to the-~ IDd ctilcloturel wllich f'ollow. the boob IDd records or Gulf 
Utility Company are IDiiMained in IUbstantiiJ complilnce with Conuniuion Direc:dvel~ The 
cxprested opriaat alend Gilly to tbe teope of work clacribed iD Section D of this report. Aclua1 
ledaer balances u of An••• 1997 were not reflective of the company's forec:ut. Several 
exceptions and disclosures 1n presented to correct the company forecast . 

Several of the exhibits COIIIained errors. The company provided reviled exhibits which are 
attached to this report. They were Ulld u a basis for the audit. 

The fcnc:ut wu buecl on 180 buecl budplina and not related to the historic: year. Comparison 
of year to date laura revealed IIWrll cliJcrepanc:ia in the forec:ut. 
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ill thai all forecut IUDben &am tbe Univenity llld tbe Corbcrew additions were puled 10 tbe 
.......... .., review. 

IDcome laXellnd clel'ernd laXel wtre 1101 ~'Mewed due 10 time ratrictions. However, tbe 
company reponed 10 ltd that tbey will DOC be payina taxa ia 1996. 

3 
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m AUDIT EXCEPnONS 

AUDIT EXCEPTION NO. I 

SUBJECT: ADJUSIMENTS BOM PRJOR ORDERS NOT POSTED 

STATEMENT Of fACT: Tile ... raae order con«•jneciiD ldjultmlnt 10 wat• plant 10 Mju• 
for the COlt of a taus. Tile~ in order 24735 ,..IICid plant by S20,7211Dd .._.IICid 
ICOJ"'IIIfed ... iltioD by $9,641. n.e ldjustmenllare DOl booked. 

OPINION: ~tom the order lhoulcl be booked. 1'lle 11D0U111 ••JWMd il 72% of the 
COlt of the wllide. ,....... ICCI'"'IWed dep..-un llld dip• ierim .... Ire lllo ..... 
adjusted •• 7r.4 of the total amount. The Laus will be ftally depreciated by October l, 1996. 
Therefore. no adjustment il bcina mlde in this cue. 
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AUDO"EXCEmONN0.2 

SUBJECT: COMPOSITE AMORTIZATION RATES FOR CIAC 

STA'I'BtENT OF FACr: 'n. Ulility ._lmOitiled CDIIIributed propeny COIIIilt• with the 
....... -. ................. IIIICIIIil.cl •• ,... ol 4.35% f'or .... - 3.13% for 
........ 1'111 CDI.-J cloll a tnii .. IO COIDIIO a «apooiie rile. Tbe compuJ t.lbl toW 
dlprrieon tor...., dMdld., to1a1 p11a1 fbr water IDd tbe .... ror ........ ney then 
11kc toe.~ CIAC ..,..;.,.b liCit chided by to1a1 CIAC IDd come up with a nae. 'n.y then 
multiply the -.....,. iD ..._ two rate~ · tiftle, the ..... he'"" ol CIAC aad ..U an 
adjulllnem. 

Accaniaa to rule 25-30.140, -n. CIAC pllat IIIII .._be lmOitiled lither by acccRIIII, lmclion 
or bottom liDe depeadilta Oil availability or aapponina information. The lmOftizatioa rate lhall 
be that olthe ~p~R~~ille accoun& or IIDCiion olthe nllled CIAC plant. Otherwise, the composite 
plant amonization rate shall be used. • 

Althouah tbis wu pointed out u •IUCiit exception in the a.. IUdit, no adjustment wu made. 

OPINION: The composite depnc:iation files exdudina intlftlible and common plant f'or I 996 
usina the plant at 1196, is 3.2 f'or water lnd 3.5 for wastewater. The company lhouJd be 
computina yearly composite rata to lmOrtize their cuh CIAC. By cornctina t'Yel')'lbina to the 
c:omposite l'lle the~ is eliminatial their compuWiona or amonizina the contn"buted plant 
• the same r.ae u the plant This wu the proper treatment. Tbe true up lhouJd only be on the 
cuhCIAC. 

Staff computed lmOI1ization for projected 1996, usina 1196 CIAC. The computation foUows on 
the next paae. The two p~~es foUowifta compute the composite file by ltd' for cub 
contributions. The dil'erence between prOjected unonization by the company and by ltd' 
follows. 

Per Staff -anached sheet~ 
Per Co. MFil B-13 
DifFerence 

w ... 

s 351,175.15 
331,209.00 

s 12.966.15 

Wastewater 

S212, 177.33 
290,206.00 

s (7,321.67) 

Staff determined 13 moatb ~ em•d•ld amonization llliDI the company number and 
compared thele amounts to the compay prajlcted accunadated unoniation ofCIAC. 

5 
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Per staff 13 mtb. ava. 9196 
Per compay A-14 
Difference 

Water 
$2,826.953.53 
2,942,325.00 

s (115.371.53) 

Exhibit KLW - 1 (Paqe 8 of S6l 

Wastewa!er 
$1,177,617.73 

1,976,074.00 
s (98,456.33) 

The staft' computllioa does DOl include forecuted CIAC DOl yet recorded. This CIAC is for the 
Universit)·ofS261J501nd fortbe Force main on CorkscrewofS127,S2S.92. Even if these were 
amonized for an aatirc year, usia& the aver-ac CIAC .monization, the incrcuc would only be 
$11,581 for both w.aer and wuacwaaer, DOt the $213,127.16 difference above. 

RECOMMENDAnON: The company should recompute amortization on cub usina a yearly 
composite and not 1NH1p coa1ributed property to those rates. Staff did not compute the effects 
on accwnulatcd amortization. 

Water expenses need to be reduced by $12.966.85 and wastewater expenses increased b> 
$7.328.67. 

Rate base should be decrcucd by $115,371.53 for water and $98,456.33 for wastewater. 

6 
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COIIII'Ntf: QUI UTIJTY COIII'MY 
TITLE: ANAL V. OfF AMORTIZATION CIAC 
TEITYEM: DICII-R 11, 1-
SOURCE: .,_DEPRECIATION~ IIRWTOUT 

CIAC 

ACCOUNT IPIAL CATEGORY CIAC RATE AMORTIZATION 
271.1 100 1 2.173 ••. 10 a.2CM •• 142.11 

271 .1 100 2 1,117,471 .• a .... 41.111.33 
271.1 101 2 ..... 2.~ 1l.a.47 
271.1 101 4 t,CMI.OO 2.1C* •. 11 

271.1 102 2 122.117.00 2.1C* 1.012.0 
271.1 103 2 1,417,433.22 2.1ft 11 .... 11 
271.1 101 .a 11.117.02 2.a. 1, .... 1] 

271.1 101 I 2. ..... 72 2.2a 48,411.11 

271.1 
,. I 111.241.12 2.1C* 14,711.01 

271.1 101 I 112.111.11 4.01* 12.103.01 

271 .1 101 I 1M,II1.10 2 .... 4,112.41 

2711 103 I 11,101.71 1.01* 1,175.3' 

271.1 103 4 111,177 .• 2.3ft 14,11314 

271.1 104 I •• 410.41 2.2a 1,733.71 
2711 101 2 11.111.00 2.1CM 1 ..... 
271 1 101 2 •. 111.21 4 .... 13,013.30 
271 .1 107 2 414,110.11 IDeM ~.24303 

271.1 107 I 10.110.43 I .DCM 1,141.52 
271 .1 107 4 1.202.71 6.DCM 110.14 

271.1 101 3 432,028.12 2.1C* 10,100.17 
271 .1 100 2 7,313.44 I.~ 24120 

WATER 12.221.110 • 361,171.15 

271.2 200 1 1,.1,201.10 a ... 47,14201 
271.2 200 2 110,124 .• I .IC* 21.12111 
271 .2 201 a 131.231.00 2 ... 13,41015 
271 .2 202 2 7,710.01 I . aft 25e 76 
271 .2 202 I 1,01ot,ll7.03 I . aft •. 121 07 
271.2 202 4 112,171.04 II,.. 1,420.21 
271.2 204 2 2.024.11 4.0CM 10.11 
271.2 203 I ... 421.21 3.U.. 22.12141 
271 .2 204 I 1,111,710.31 40CM 52,170 41 
271.2 201 3 ,..,17211 2.1,.. 1,01711 
271 .2 201 3 2,3'7,111.20 2.~ 52,11141 
271 .2 210 3 303,731.11 I .U.. 10,114.21 
271 .2 210 4 41,711.20 I .U.. 1,117.21 

271 .2 211 I ~.752.10 20.0CM 4,11011 
271.2 212 3 , , • . 00 2.U.. 1113' 
271.2 214 2 110,213.21 I.U.. 1,170.17 

271.2 100 1 2.17 a . .,.. 0.01 
271.2 100 2 1,114.22 I .... 13.27 

WASTEWATER 1 .... 271.01 212.117.33 

7 
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....,..,.,.. :xu CU91..,. ..... ....... ., .,.,...., Cll'lDl . ..... ... 
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AUDIT EXCEP110N NO. J 

SUBJECT: CHAIUT ABLE CONTRJBUTIONS 

STATEMENT OF FACT: Accanliaa to dae NAAUC chart of KC0W1t1, cbaritlble 
~ II'C to be c:hqld to ICCOUIII426, a below abc liDe ac:count. The utility bu iDcluded 
Sl,910 (1,269.60 Wlltr and 640.40 WllleWIIIr) of c:Mritable coalributions in ICCOWIIJ 675. I and 
77S.I, mialllneous ...... for die period September 1995 to Auplll996. 

OPINION: Thae expenMSihould be redlslified 1o a below abc line expense. 

10 
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AUDIT EXCEmON NO.~ 

SUBJECT: FDJNG REVISIONS 

Exhibit KLW - 1 (Page 13 of 56) 

STATEMENT OF FACT: While reviewina the compuy filina. ICYcral ditcrcpancies were found 
between the MFR tcbedulcs. The company verified cbe enon listed below. The conected 
nwnbcrs were used u a basis for all audit work performccl. 

Schedule Description MFR Amount Correct Amt. 

A-2 PI· 1 Utility Pl..- iD Service 1~.282.349 14,280.084 

A-2 PI· 2 Utility Plant in Service (Adjusunent) 11.416.482 12.806.634 
Worldna Capilli Allowance (Adjustment) 247,407 288.739 

A-4 1995 Additions (Water) 670,704 670.530 
1996 Projected Additions (Water) 1.270.217 1.432.367 
1996 Projected Retirements (Water) 18,422 180.573 
1996 ProjcciCd Additions (Sewer) 1,276,041 1,326,729 
1996 Projected Retirements (Sewer) 24,021 79,790 
12/31/96 Projected (Water) 17.273,87S 17,273,700 
12/31/96 Projected (Sewer) 1S,066.8SS 1S.061 ,774 

A-ll 1996 Projected Additions (Water) 411.69S 729.306 
1996 Projected Additions (Sewer) 390.388 74S. I98 
12/31/96 Projected Balance (Water) 12.220.686 12.470.301 
12/31196 Projected Balance (Sewer) 9,060,363 9,3S6.348 

II 
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AUDIT EXCEmON NO.5 

SUBJECT: WORKING CAPIT AI.. FORECAST 

ST A 1EMENT OF FACT: 11le oaa..-•y IJial did DOt provide any forecut metbodolol)' for their 
projection of workiDa c.pital. Tallehestee ltalf requaaed this iDfonnation tbroup an 
inlcrroptory. Miami lldreq.-1 the calculalions supportiDa the metbocloiOI)'. The company 
could not provide the iDiormalion. 

Therefore, staft' pnera1ed the IDOil C\DftDl workina capilal available usina 1195 to 1196 balances 
10 pnerate a 13-monlb IWI'IF· 1bae .mouDts were compued 10 the company forecast and the 
company was requaaed 10 provide ....,. that the amounts would chanac from September to 
December. Their respoue is an.cbed 10 tbis exception. 

In addition 10 the di11'eaeoces belwecn to date projections and the company forecast, the company · 
projection excluded cenain accouniS that are usually included and included some accounts which 
are sometimes excluded by the Commission. 

The differences follow: 

Cash 
Accounts Rec:eivable-Customer 
Accounts Receivable-Oiber 
Materials and Supplies 
Unamonizcd Debt Discount and Expense 
Unamonizcd Rate Case Expense 
Preliminary Survey 4 lnvestiption 
Clearing Accounts 
Other Deferred Debits 
Prepayments 
Mis. Current Assets 
Accounts Payable Tilde 
Taxes Other Than IDcGDe 
Accrued lnterat 
Other Current Uabilities 
Net wofkin& <Apital 
Accounts not included by the company: 

Company 
Forecast 96 

s 332.244 
305.246 

114 
24,426 

319,922 
57,561 
( 9,895) 
( 2,026) 
130,975 
76,150 
71,031 

( 170,189) 
( 329,112) 
( 239.296) 
( 49,740) 
s 593,611 

Prepaid Income Tax(CIAC tax payable bu beal iDchlded 
In staff calculation above) 

Accrued Expenses 
Staff workina capital if these accounts are included 

ll 

Staff 
Averaae 
1/95-l/96 
$268,585.71 
269,102.71 

113.34 
35.238.94 

394,954.19 
57,561.00 Note A 

( 12,766.78) 
( 1,746.72) 
142,743.57 

21,318.52 
61,109.68 

( 209,153.09) 
( 591,654.71) 
( 217,911.49) 

( 59,027.91) 
s 17.129.12 

314.362.01 

( 20,511.53) 
s 311,610.37 

·, 
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The company included unamorliDd debl discount of $319,922 in workina capilal. The actual 
balances used by ltaft'tre $394,954.19. The COIIIJ*lY acc:ounts used 10 arrive attheK numbers 
.-e I"CCUUD 1111. 1112.111d 1113. Thnc KCOUftU weft IrKed 10 the c:ompanfs cost of capital 
sehcdule. Therefore, they 11e included in two piKes in~ filina and should be removed. This 
would reduce the $311,610.3710 a Deplive workiDa capital blllncc "f$13,343.12. 

Miscellaneous CWIIDt .. it ICtUIIIy ilderat NCCivable. IDtcre11 receivable bas been 
disallowed from workiDa capital iD 10me cues. This would fUrther reduce workina capitaJ by 
$61,109.61. lmerat ICCIUid coasiaa aim '>II eotirely of the IDduatriaJ Rcveoue Bonds interest 
acc:naed. 1be CGIDpiDY llu recalculaled 1beir projec:tioa of tbne ICCOUDtS 10 be S269 ,190 
.ccordinato 1he IUKbed leacr. This would iDcreuc workin& capiw by '11,121.49 since the 
llaft' lverlp is $217,911.49. 

The c:ompay'slener auached requeaa that acc:ounts receivable be inc:reued for powth of 6% 
and for the Univenity. No dollar projections were provided for the University. If the balances . 
for I/9S 10 11195 weft increased by powth of 6% they would increase by an average of 
SJ4.SS0.36 each month. MultipJyina this number by four months and dividina it by 13 would 
increase averaae acc:ounts receivable by $4,477. 

They have also provided a revised projection for materials and supplies ofS37,476.SO which is 
12.237.56 hiahcr than tbe staft'averaae on the pre\'ious paae. 

Note A: Company number used-costs not yet incurred 

13 
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October 31, 1tt6 

RE: Working Capital for Teat Year Ending December 31 , 1tt6 

Dear Kathy : 

The following are Gulf ' • reaponaea to be added to the FPSC Audit Report: 

~ccount• Receivable·CUatomer : The account• receivable balance wa• increa•ed 
~ allow for c:uato.er growth and addition of the Florida Gulf Coa•t 

Univer•ity revenue•. Gulf i• expecting a 6t increaae in growth and Florida 
Gulf Coa•t Univeraity revenue• were included for 12 month• of ltt6 projected 
revenue• . The Auguat 1tt5·Auguat 1tt' revenue• do not reflect an entire 
year'• increaaed cuatomera, the Florida Gulf Coaat Univeraity for 12 montha 
or additional coanercial development to be accepted in the laat quarter 1tt6 , 
repre•ented in the MPRa . Due to drier weather, · and returning winter 
reaidenta, revenue• inereaae during the 4th, 1at and 2nd quarter• of the 
year. 

Material• and Suppliea: Gulf baa added 2 aequeatering agent• to it• water 
treatment chemical•, pyro-pho8phate and zinc. The average balance for zinc 
will be $3,000 per .oath and $10,140 . 50 for pyro-phoaphate. The tank •ize 
for pyro ia 500 galloaa and Gulf would refill the tank at the 100 gallooa 
level, an average galloaage of 300 gallon•. The zinc tank •ize will be 750 
gallon• and it would be refilled at 100 gallon• al•o, the average gallonage 
of 425 gallone would be .. intained. 510 Zinc ie 14 . ,41• per gallon, 750 
gallon••lO,tiOI per ahi~nt, $7,4t5 . 51 per ehipment. 500 Pyro ie equivalent 
to 11 . 321 per gallon. 500 gallon••t,1601 per •hipment, $11,tl2 . 35 per 
ehipment . 

The Material• and Suppliea bwlget balance would increa•e to $37,476. so. Thie 
more clo•ely .. eta Gulf'• Augu•t 1tt5-Auguat 1tt6 Material• and Supplie• 13 
month average balance . 
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' . 
Jtathy welch 
·psc 

4'age 2 of 2 

Accrued Tax•• : 

CIAC tax payable waa not included in Gulf' • MFR8. The CIAC tax payable and 
all aaaoeiated account• aucb u Inco.e tax eatiaate• paid and CIAC Tax Bacrow 
Account• were excluded froa calculation of working capital in the overearning 
audit report . The ...... tbodology wae uaed in thia achedule. 

Accrued Jntereet : Principal reductionc aade OCt. 1 

1996 Accrued Jntereat-1911-A: .260,000 • 9.25t 
.110,000 • 9.25t 

•5,s•5,ooo • t.62t 
1996 Accrued Intereat-1911-8:S3,970,ooo • 9.5t 

1996 Accrued Jntereat UN 

Total intereat Expenae 1996 

Divided by 12 montha 

13,9.5,000. 9 . 5. 
75,360 • prime 
75,360 eat. 

13 month average•-••• attached workaheeta: 

)88-A IDRB Accrued Intereat 
1988-8 IDRB Accrued Intereet 
RBN Accrued Intereet 

Total 13 month average• 

$160,531 
108,702 

557 

$269,790 

X ' .ontha•$ 11,038 
X 3 montha•$ .,163 
X 12 .ontha•$533,.29 
X 9 monthe•$212,163 
X 3 montha•$ 93,694 
• 2 . 5. 9 IDO•$ 5,412 
X 3 month••$ ;~..IQt 

$939 , 403 

$ 78,284 

I had projected a 13 month average of $239,296 and A~g 95-Aug 96 average ia 
$287, 918 . 4 ~ according to your workeheet. The real 13 month average ahould be 
approximately $269,790. 

I am encloaing the Requeat •23 reeponae in thia correapondence. The reaponae 
to •23 waa previoualy aent to you by Federal Bxpreea. 

Pleaae call abould you have any queationa . I will fax • mail thia today. 

Sincerely, 

c~~~~ 
Chief Financial Officer 
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AUDIT EXCEmON NO.6 

SUBJECT: DEPRECIATION 
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STATEMENT OF FACT: ID preplriDa their projeetions for depreciation e~pensc. the company 
reduced cleprecillioD ·~· by RCiremcDts. Retirements should ODiy be adjusacd to 
acc:umulated clepreciation. nus QUied 1be forec:uled depreciation on 8-13 ad 8-14 to be 
undenlated. They IIID u.d • inconect rate in their c:alc:ulation of deprec:iation for the profonna 
for the Corbc:lew addition. 

To determine depreciation cxpeue for fUNre periods, l&atr Ulcd plant at 1196 and used the 
complll)' 181. Deprec:ialion CJD fta1ly clepnciatcd plant wu removed and the net wu compared 
to the compuy forecast. The detail computations c:an be found on the followina paaes. 

The net amount of undematement was determined as follows: 

Depreciation per anac:hcd sheets 
Projected Depreciation Corksc:rew 
per company 
Non used and useful Corkscrew 
Depreciation for a full year on 
projected additions not yet completed 

To&al 
Adjustment for error in Corkscrew Rate 
Net Staff calculation 
Per company forecast B· I 3 
Difference 

Water 
S 551,576.14 

42.390.00 
(7,511.00) 

20,181 .OS 
s 607,236.19 

( 1.374.09) 
S 605.862.10 

503,626.00 
102.236.10 s 

Wastewater 
$491 ,999.17 

IS,l52.57 
SS07,151.74 

460.463.00 
! 46,688.74 

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

13-month avaaac depreciation 9195-1196 
I 3-month averap depreciation Meter~ 
13-month averap depreciation Ocoeral 
TOTAL 

Depreciation expeuc per IDODih UliDa 
above deprecialioa 
At 4 months for Sepccmber to December 
inc:reue 
IDcrcuc 4 months I 995 
Net inc:reue over 95 
Divided by 13 to Je1 averqe 

Water Wastewater 
$3,582.839.69 $2,684,649.42 

157,035.52 
258,871 .42 133,358.01 

$3,991,746.63 $2,811,007.43 

45,964.68 

113,151.72 
153,726.51 
30,132.21 

s 2,317.86 

16 

40,999.93 

163,999.72 
133.257.78 
30,741.94 

s 2.364.76 
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13-month averqe plus iDcreaR for 
most recent depreciation 
13-month avenp per complnY 
foi'CQit before Corkscrew Projection 

Difference-co. ovenaated 
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s 4,001,064.40 

s 4,173,672.00 
s 172,607.60 

S2,820.3n.w 

$2,978,83 7.00 
s 158,464.90 

If additions tblt were iDcluded ill tbc fcncut were iDc1uded in acaamulated depreciation at a full 
year. they would iDcreue accumulated depreciation by $32,461.38 for water IDCI $8,838.97 for 
wastewater and would DOt IDike up tbe dift'erenc:e indicaled above. 

Forecasted Aecumulated Depreciation on MFR A-1 p. I, in .&tition to the $4,173,672 shown 
above eoatained a $93,220 for tbc Corbcrcw addition. 1be abov~ increue in cleprcciation 
eX)lCmC iDcJuded tbe .-IIDd .-ft.d fonalled.depreciatioa cxpeniC on tbe CorkJcrew addition 
in the for month adjuament for Sepcember to December. The iDc:rcue 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 cOSIS will DOt be incurred for a full year in the projected test year 1996. 
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IV. AUDITDISCLOSURES 

AUDIT DISCLOSURE NO. I 

SUBJECT: PROPERTY TRANSACTION WITH AFFILIA n 
STATEMENT OF FACT: Caloosa TrKC is a development which is owned by the same owners 
as the utility company. Wben developers connect to cbe I)'IICm, their lines IDCI hydrants arc 
comribuled by die cleveJopers IDd recorded on the boob u a debit to plant IDCI a credit to ClAC. 
The Del rate a.. drect is ...o. OD February 20, 1990 Gulf Utility Company rec:orded water 
aacu ofSS9.613.50 llld ~-ofS92,11 5 for the Caloou TriCe Development. Phasr 
I md $8,429.76 ofWIIII!l auets for Uait 16, Phase I. IDII.t of the credit side of the entry beiDa 
to CIAC. the OWDal were liven stock in the utility in cxcbanae for their wets. This treatment 
increases rate bar and increases chc equity ponion of the cost of capital equation. Therefore. 
increasina the cost of capital. 

OPISION: Affiliate transactions should be required to be treated the same as non- affiliates. 

COMPAA'Y COMMENTS: 11le shareholders of Gulf and Caloosa Group. Inc. arc the same and 
o"TI the same proportionate share of each company. The transaction was reviewed b) Gulfs 
auditors. It is in complimcc with all Nles and reaulations of the FPSC as well as Generally 
Accepted Accountina Principia. 

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

ll 



AUDIT DISCLOSURE NO.2 

SUBJECT: DIRECTORS FEES 
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STATEMENT OF FACT: The utility bas chlrpd directors fees to miscellaneous 
accounts 67S.8 Met 775.1. DuriDa the 1est year the foUowin& fees were paid: 

RUSSEll B. NEWTON, JR. 
WU.LIAM NEWTON 
RUSSELL B. NEWTON m 
TOTAL 

WAnR 

2,992.SO 
2,992.SO 
S,91S.OO 

11,970.00 

ll 

WAS'nWA TER TOTAl. 

l,S07.SO 
I.S07.SO 
3,015.00 
6.030.00 

4,SOO.OO 
4.500.00 
9.000.00 

11.000.00 
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AUDIT DISCLOSURE NO.3 

SUBJECT: AFFILIA lED TRANSAcnONS 

STATEMENT OF FACT: Ca1oosa Group is a land development company which is an affiliate 
ofGulf'Utility. F'Mof'Oults....,.,_.clo work for c.Joou and .repaid tom both companies. 
AccordiDato a memo 6om dae ulility, c.Joosa is cblrpd S50 per mooth for the use of Gulfs 
computer S)'SICID to clo s-YrOU,a aeoeraJiecSaer. and minimal accounts P.lible. Thr)· estimate 
uaae at 2-3 bcus a moadL 'They are also cbqecl SSO for offtce rent ud supplies. Caloosa also 
pwcbues their owa llpll'lle IUpplia. Backhoe dinel fUel purchased by Gulf is billed to 
Caloosa at COil The Sl.200 a year charae is cnditcd S396 t.o acccunt 6201, S396 to account 
67SI. S204 t.o account 7201, aDd S204 t.o acc:oum 77SI. 

The percent of c.Joosa s-YrOll t.o total Caloosa and Gulf payroll durin& the last audit was 
12.67%. The most recent payrolllqister shows Caloosa payroll at 2.13e;. of total payroll. To 
detennine the difference, saaff' reviewed the hours shown on the Caloosa Eaminas and 
Deductions repon and the pay shown and arrived at an houri)· rate. The hourly rates used for 
Caloosalnd Oulf appear t.o be VII)' different. The computation of rates. which assume a 40 hour 
work week. follow: 

CaJoosa Gulf 
President 22.69 S6.82 39.93% 
Chief Financial Officer 16.74 26.44 63.311Ve 
Assistant to the CFO 9.00 14.47 62.2oe1. 
Administrative Manlaer 9.62 1S.94 60.3S% 
Administrative Assistant 8.00 9.30 16.02% 

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

OPINION: Staff decamined expenses considered to be related to employees who perfonn wks 
for both companies for the year September 9S·Aupst 1996, allocated these costs at the 2.13% 
payroJJ ratio, and compared thetc COlli t.o tbc $1,200 a year currently beina c:haraecl. 

The amounts may be understated becaule the allocation basis used is payroll for total company 
and many of the eqtenta relate t.o James Moore who is probably allocated hipr on an 
individual basis than on a total compuy buis. his also underswed because of the difference 
in rates uted. A .,.on t.is wu Ul8d because no otber allocation method could be determined. 
This is probably not the best metbocl because Caloosa does not have billina or the h.iah amount 
of payables u Gulf. • 
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Rent at 2.13% (iDcludes proforma for yarly amount) 
2.13°4 of Health lnsuracc Md IRA distribution 
2.13% of offiu supplies wbicb 1ppe1r to be common (6208 Md 7208) 
2.13% ofbusinas expeme, coafereDce rqiiU'Ition Md 
ldminisntive ~ (67511Dd 7751) 
2.13% estimated car expeDICI J1mes Moore (6S08 Md 7S08) 
2.13% ofcomputerclepecilllion ($174.125.14 as 16.66~. dcp. rate) 
INTERCOMPANY AMOUNT PER STAFF 
AMOUNT CHARGED BY COMPANY 
DIFFERENCE 

66%WATER 
34% WASTEWATER 

1.274.38 
3,468.29 

441 .22 
1.207.91 

466.13 
618.27 

6.201.81 
1.200.00 
5,001.81 
3,301.19 
1,700.62 

RfC0~1~fENDA TIOS: The company should c:harat Caloosa for all c:osts abo\'t. 
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AUDIT DISCLOSURE NO.4 

SUBJECT: NEW omcE RENT 
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STATEMENT OF FACT: Oulf'Utility has entered aleue with Caloosa Group to lease new 
office space. Tbe former oflice is beiDa coavcned iDto o8iccs for operations personnel and 
storaae. 

Tbe new costs auociated with this new office are estimated u follows: 

LEASE AMOUNT 3,931 SQ. FT. AT Sl2 A SQ. FT. 
SALES TAX ON LEASE 
COMMOS EXPENSES RELATED TO LEASE 

47,172.00 
2,130.32 
9,827.S2 

S9,829.84 

The lease with Catoosa sroup is for 33.7le;. of the buildina. Tmditionall}. if no pro\·en outside 
market exists for aftiliate mllal propeny. a cost basis is used to determine the rent. Usina this 
assumption, rent would be: 

BUILDING S67.317.00 
LAND 126.324.00 
TOTAL 693.641 .00 
RA'IE OF RETURN ALLOWED 9.2s•;. 
RETURN ON INVESTMENT 64,161.79 
DEPRECIATION USING 40 YR LIFE (2S·30.140) 14,113.00 
COSTS OF BUD..DING 78,344.79 
e;. UTILITY SPACE 33.71% 
RENT USING COST 26.4 ro.03 
RENT ABOVE 47,172.00 
DIFFERENCE (20,761 .97) 
ALLOCA 'IE PORTION OF REDUCTION TO CALOOSA (442.23) 
NET REDUCTION TO ABOVE CALCULATION (20,319.74) 

WATER (13,411.03) 
WASTEWATER (6,908.71) 

Catoosa does DOW bave a Jeue with aa outside pmty. the Hospital Board of Directors of Lee 
County. Tbe Jeue saaned iD May of 1996. The leue is a five year lease for 6,460 square feet 
• Sl2 per square foot. Tbe lea.e is required to .-y a proponiorwc share of operatin& expenses 
and is liven a S 15 per IQUII'I foot improvemat allowance. 

The company bas allo pnMcled a repon from a real estate broker which concludes that the 
appropriate nwket remaJ rate for smaller tenants would be Sl5 per square sross. inclusive of 
common area maintenance charaes iDc:ludina taxes and insurance. Catoosa is charain& SJ4.SO. 

l5 
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How~\·cr • .n analysis perfonned oa v.nous office lpiU shows poss rent after lldjusunents 
ranaina &om $11 .76 to $15.47 with similar build out oft'm. 

It should lllo be DOled 1bla the IDiimcDancc COilS plid with the leaK 1ft estimated lnd a ponion 
may be refunded buecl aa KIUII COilS. Expemes for Gulf iDclude $9,127.52 related !~ lheir 
share of common expea• of Calooa wbicb include iDiurace, property taxes, electric, lawn 
care IDd prbaae. The,_, to elate COilS ofthae .mea .-c u follows: 

General cost for seven mDDtha of 1996 
Annualized by divicfiDa by 7 ..S multiplyina 
by 12 . 
Real estate tax 
msur.nce 
Proj~ed expenses for the buildina 
Space occupied 
Gulfs share of costs 
Ponion included in expenses 
Proj«ted ovcrswemcnt 
Ponion water at 66% 
Ponion wuacwatcr at 34% 

15,119.16 

$1,775.70 
9,473.52 

225.00 
11,474.22 

33.71% 
6,227.66 
9,827.52 
3,599.16 
2,375.91 
1,223.95 

OPD"ION: Expenses should be reduced by S2.37S.91 for water .nd Sl.223.9S for wastewater. 



Exhibit KLW - 1 (PaQe 29 of 56) 

AUDIT DISCLOSURE NO.5 

SUBJECT: SAN CARLOS WATER~ PROJECT 

STATEMENT OF FACT: As of 12193, cbe company hid cbarJed $11,126.17 of invoices mainly 
from Humphrey A KDoa for a Sill c.tos WataliDe Project to a deferred account. 
162.13·£naiDecriDI far- 8yiiCm developmeat. Rec:eady, ... c:omplll)' ldded $17,773.59 
to this account for iDvoica hm Miaimer aad Humpbre)' aad KDon. The account is beina 
lmOnized over 5 ,..s. 11,113.76 is 1be projected IIDOitizatioa durin& the forecasted test year. 
The complll)' warblllll anp.Dy clelclibed tbis project u consuuction work i." process. Durina 
the lui1Udi1, wbea liked why tbil bid not ~ cblrpd to CODIIIUCtion iD process u pan of the 
Wiler line COlli. cbe COIDplll)' nipOWillled that they Ud not yet received -wrovaJ from the county 
for cbe inlttl'etjm of die line or NqUired menciiiOI)' bookups. 1'hil project wu questioned apin 
in the current audit 11le COIIlJ*lY raponcled that they have abudoncd this project because the 
County Commission would not require mandatory hookups. The unonization is still beina 
included in the forecast. 
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AUDIT DISCLOSURE NO.6 

SUBJECT: PROJEC'IED PLANT 

STATEMENT OF FACT: Tbc filinp prepared by the company contained forecasted plant 
·additions in both tbeir 1996 pllnttchedules (AS).Ind in tbeir water rate base schedule as a 
profonna that have DOt yet been completed. The filin& includes projections for the follo"'ina: 

Water: (Recanled in A·S) 
Univcnity 
Effluent reu1e liDe 
Relocation of reuse line 
Relocation of~ .. ter line at Treeline 
Corkscrew pumpina uparade 

Corkscrew Plant (Profonna) 
Total 

Wastewater: (Rcconled in A·S) 
University 
Effluent reuse line 
Relocation fon:cmain Alico and 41 
Relocation of line at Treeline 
Uppde to SCW\\ 'TP Banipn and &stptc 
Up,adc Eastpte recoatina 
Total 

SS44.912(Shown in Jan. 96) 
66.667 
63.142 
60.627 
31.000 

$767.118 
Sl.794,44S 
S2.S6J.S63 

S639.999(Shown in Jan. 96) 
133.333 
32.660 
S8.798 
36.SOO 

1,600 
$902.890 

Staff rt\'iewed estimlles for these conuac:ts. The contracts did not break down water and 
wastewater. Therefore. they were reviewed in total. The estimates areS 189,433 mort than what 
is shown in the exhibits. Misccllancous plant projections for water. on A·S • however. arc 
overstated as of Aupst. 1996 by SI43.SJ3.14. Wutewater is understated by S3.9S9.96. This 
creates a net &mdmwemeDt ofpllftt in the exhibits of$49,879.12. 
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Exhibit KLW - 1 (PaQe 31 of 56) 

Estimate ToW Water Difrerenc( Alrtad~· 
AWwater In CWIP 
Above 

Relocate Formuia 411Dd Alico 40,000 32,660 7.340 22.SS7 
Uaivenity 1,160.201 1,114,911 ( 24,773) 331.532 
Relocation T...U. (Dit mile) 136.222 113.267 ( 47.045) 61.211 
Forcemaia Reule Main 419,464 200,000 219,464 
Corkscrn· Plat 1,775,199 1,794,445 (19.246) 269.154 
RnJP...el 41.379 31,000 10.379 
UPiflde Euapte recoatina 1.600 1,600 
Upplde SWWTP 9,114 36.SOO (26,686) 

13,653.186 13,464,453 s 119,433 s 691.523 

Opinion: Net plant forecuu teem to be undemated based on current projections. Althoua}l 1M 
abo\'t items II'C in projected 1996. the univcnity for the entire year. based on constnK:tion work 
in process dollars. it is questionable whether these amoWtts will be completed in 1996. In 
addition. the 13 momh averap cfl'ect is incorrect since these additions wert not madt in the 
months they wert projected. 
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AliDJT DISCLOSURE NO.1 

SUBJECT: CIAC 

Exhibit KLW - 1 (Pa9e 32 of 56) 

STATEMENT OF FACT: As of A .. l996,1hc &!ina con&ained S I 09,292 Jess CIAC 1hln what 
is recorded in tbc pDaalledpr for WIICriDd 530,640 more CIAC thin wbal is in the ledaer for 
wastewater. These numbers were computed u follows: 

Per MFR A-12 as of Aupst 1996 
Less University not recorded but in MFR in Jan. 
NetperMFR 
Per 8/96 General Lectaer 
Difference 

WATER 
S 12.306.62 I 

146,400 
512,160,221 

12,269,513 
s ( 109,292) 

WASTEWATER 
$9.139,168 

I 14.9SO 
$9,024,918 
8.994.278 
s 30,640 

As done with plant. the CIAC for the University was recorded for 1 full year by including it in 
the Janual')· forecast. 
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Exhibit KLW - 1 (Page 33 of 56) 

AUDIT DISCLOSURE NO. I 

SUBJECT: PREPAID CIAC 

STATEMENT Off ACT: The company has projected $ J 7 J ,610 of water CIAC to be nnsferred 
tom the prepmd KCOUIJl OD their filiDI of projected CIAC oa A-12. They have not projected an)' 
ClAC for wuaewater duriDa 1bis time period. 

Excludina the CIAC they have received &om abe Uoivenity. the company has a balance of 
$550,999.25 iD their wa1er prepmd coDDeCtiom account and $207,304.50 for WUICWIICr. : 

Thele ccw•.ctioas 1ppe1r to be relllecl to plam abeady iD .mcc. Tbc only edjustmenc made to 
used and useful plut wu to 1be proforma plant addition for 1be Corbaew waiCr plant. Even 
1bouah the compuy is DOl yet collectina revenue related to 1hne contributions. they are wnina 
a return on the assets to which abe contributions relate since the assets wert considered J 00% 
used and useful. 

OP~JO!'I : Prepaid CIAC of $379.3 J 9.25 for water (SSS0,999.2S·S 171.680 projected) and 
S207.304.SO for wastewater should be included in rate base. 
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AUDIT DISCLOSVR£ NO.9 

SUBJECT: REVENUE PROJECTIONS 

Exhibit KLW - 1 (Paqe 34 of 56) 

STATEMENT OF FACT: Revenues Ulin& a period of Scpccmber 9S to Aupst 96 were 
substantially lower thin those projected in the company's filiD&. If the 1995 ponion of these 
revenues are iDaaled by powth of 6 % as estimated by 1be company, tbe ~enues are still 
undemated. 

Revenues Sept. to December 1995 
Growth estimated at 6% 
Inflated 1 99S revenues 
Revenues JUt·Aua 1996 
Re\'enue projection 1996 by staff 
Revenue projected in filina before rate adj . 
Difference 

WATER WASTEWATER 

$661.311 $311.274 
xl.06 xJ.06 

$708,414 $41 1,S70 
S1 .S26,92S $102,789 

S2.23S.409 S1.214.3S9 
2.29S.3S7 1,304.730 
s (59,948) s (90.371) 

The difference is probably due to the utility includina revenue tom the new University for the 
entire year. Since the University is not yet complete. stairs numbers do not contain any revenue 
from the Universit)'. 
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Exhibit KLW - 1 CPa9e 35 of 56) 

AUDIT DISCLOSURE NO. 10 

SUBJECT: CUSTOMER SURVEY 

ST A 1EMENT OF FACT: Tbe COIDpiD)' performed a customer satisfaction IW"ty and included 
the costs in their forecast. This is the fira time they have performed the survey and they intend 
to perfonn the survey annually. The costs relaled to the survey are: · 

Printina Survey 
Postaae 
Print lenen 
Public Relations 
TotaJ 
Water 
Wastewater 

$1,601.43 
3,111.10 
1,055.76 
3,191.75 

$9,744.04 
6,431 .07 

3.312.97 

. . 
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Exhibit KLN - 1 (Page 36 of 56) 

AUDIT DISCLOSURE NO. II 

SUBJECT: ENG~G FOR UNIVERSITY 

STATEMENT OF FACJ': Two iiMicel f'or qinecrina COlli related 10 1he new University were 
cbqed 10 KC0W11 63 I lftd 73 I, Contnct Services. £aaineerin& durin& the September 95 10 
Aupst 96 period ued by 11111'10 determine expen~n. 1'bcy related lo the preliminar)' survey. 
They were ctwacd as follows: 

Jobn Ruskia 
John Ruskia 

Total 

WATER 
470.74 
558.62 

1.029.36 

WASTEWATER 
88.48 

221 .S2 
310.00 

OPINION: 1M aaft' enaineer needs to revi~ these items to determine if the) should be 
capitalized as pan of the new addition related to the University. 



Exhibit KLW - 1 (Paqe 37 of 56) 

Al'DIT DISCLOSURE NO. 12 

SUBJECT: OVEREARNINGS ACCOUNTING COSTS 

STATEMENT OF FACT: Ill Oc10ber of 1995, dac company paid Keith Cardey S6,113.SO 
($4,204.71 water lnd 11,971.72 WlllrNIIIr) to review the overaminp cue. They chlrpd these 
costs to accounts 635.11ftd 735.1 for water and wastewater respectively. These costs fall into 
the period u.sed b)' llaffto detcrmiDc the reuon11Lleness of expenses. 

OPINION: 11lae COIIIIhauld be~ ud may more tpprOprialely be added to deferred 
rate case expenses since it wu die ovcreaminp invcsliption that lrigercd ~ rate case. 
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Exhibit KLW - 1 (Page 38 of 561 

AUDIT DISCLOStJR£ NO. 13 

SUBJECT: VICE-PRESIDENT'S SALARY 

STATEMENT OF FACT: Forecllted expeues included a salary for the Vice-President of the 
CCIDpiiJ)'. RladiU t.t.m of$49,601. Mr. Mann does DOl maiDiaiD an office 11 the utility site but 
bu an office iD Jtebaaville. He wu ukeclto provide a lena which saatcd how much time he 
spends on utility businns. h s&aaa. ""Tbc amount nf time spent per week on lhctc various duties 
varies considerably depcadina oa the Deeds of 1be company." 

A list of the duties he is rapoasible for is attached to this disclosure. 
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.-· • 

bri. ... a.4 •• nc-.. at:loaa to Ga •n•i .. at ~•lardiftl t.M 
-.tbly acooutiDf, taural ladt•r, u4 fi.Duc1a1 1ta~t 
pnpuaUOD. 

llaVi8W pce~at1oa of •ac -ul rapon . 

~ew and .. ke ~eca..eadatioa• to tha •r••14ent and aa.rd of 
DlnftGra a"ardiaf the ia .. pa .. eat aa41~ report. I.pl .. Dt 
cbugea 1a policy or proc .. v••• if uy. 

Z•,:::l::Ctioa wl~h •~••i .. at &ad Cbiet P'aancial Office~, 
.. ecco.-~i., pwoo..._•• ••• poli•i••· 

Fijaycial 

I • 

I . 
I 

J 

I : 
I 

• 

• 

..view aad aake reca .. •a4•~••• to Pre•i4eat rerardint aaaval 

..... ~ ... oaab ,, .. pwo~ectio••· trap•~• loaw ~r. ca•~ flow 
pro;ectiau. 

Ia aaa'actioe Vitll treai .. at, pal'fom lOBI tan finaacial ., ...... 
%a ... j~oa vi~ e~t r!aaacial Officer aa4 •r•aidaat. 1et 
•• art ... 1-. ten iaweatMiat PG11C7. 

Ia a.'Detioa Vi~ CUaf Wia&acial Off leal', perfOftl 
~~c .... , •••• , ~•lei••· 

Ia OOD:J~oa vitll Pre•i. ... c, •••1•~ ia 1~ ten debt 

--··-··~-
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.h•••• ua 11-l ...... 1e •• e\llec aelat.el Hhe .. l•• ferr tc-.u•U• of auta ... f...-al cu ntU"U. 

Uont Vitia .... , ... ~ ... o.tai .. cu ... ieora, ••~ -.. 
fDUCiea U4 •~•t:et£a•. 

....,_. ... file .. U~ieat ... n .. n• vltll He ceracdi.Df CDC 

.... --~ Ua -~te~•. 

hovi .. ~Melt·• .... , .... ~ la •••• of ........ ueaaoea orr 
otha~ .. r..-, a1taatioa• . 

suw • ..n of Dueecor•. 

~-- ·~~ •.-c'•l ~o,acte •• 4i.cec~ .. atr ~· aoartS of 
D1ceeto88 ~ •rreei•en~ • 

• 
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Exhibit KLW - 1 (Pa9e 41 of 56) 

AUDIT DISCLOSVRE NO. 14 

SUBJECT: EXPENSE FORECAST 

STATEMENT OF FACT: Tbe CC1111J*1Y JftPII'Cd their forecua of expenses usma a zero based 
budaetina 1pp101Cb. FiliDp b pujected tat ,_. •• UIUilly Clad a hilaoric period Ulina powth. 
iDflation.IDd ocher bowD chenr 

Bectnse oflbe ditliculty iD cletamiaiDa if the compiD)' forecasted numbm were correct and th~ 
availability of actual clala dnuP Aupst 199G, llaff' decided to determine expeues for the 
period of Seplember 1995 to Aupsll996 and detamiDe aay kDown cban&es that should oc:cur 
from Sepcember to December 1996. 

There 1re two major c'-lrs that .e aoina to occur. They arc tbe addition of the University and 
the Corbcrew addition. Tbe utility projected the University iD their filina. The utilit)' projected 
the Corkscrew addition in rate buc, but did not include it in 1heir forecast of expenses. 

Staff prepared a ..Uysis of lbe t.lanca from 919S to 1196. added the company proforma 
adjustmenu for the Uniwnity IDd the Corkscrew addition and then did an analysis of oth~ 
kno\\n chanan. Thele chlnan .elhown under the llaff' profonna adjustment column and are 
funher described in the anached list of adjustmenu. The numbers for the Universit)· at~d 
Corkscrew additions should be re\'iewed b) the staff enaineer. The Miami staff was unablt to 
determine the reasonableness of the quantities needed. 

The analysis reveals that the expenses in the filina are Sl 10.310.04 less for water ttw1 the 
prepared analysis. The majority of this is due to the S 1 J 8.303.SO of expenses the company 
expecu to iMur for the Corkscrew plant addition. 

For wasaewater, the analysis reveals that the expenses in the filina are $20,601 .93 more than the 
company projec1Cd in their forecast. 

OPINION: The .nachcd schedules. pendina enaineerina adjustments. more accurately reflect th~ 
expenses of the company than the filin&. 

. . 
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Exhibit KLW - 1 (Pege CC of 56) 

CtJU VI'IUI"Y 
nOJI'OUIA ADil1ITMENI'S TO STAIFS • liN TUT YEAil 
DEC'DDD Jl,l"' TYE 

Sallrill· w­
Salaritl· Wu11 St'IW 

1 

Projorwtll .,...p ... 111/H -~liM/ tllfll IIIW...,.....,, 
2 . 

NOT USED 

Sludae haulina 

lrterNM tlw 10 1t0 6/wl. lwilfl lwnll•d ;, llfititJI 
,.,_ of p/MI tlw 10 IIHtlilfl to lll•p M~lids. 
Enillfllr. INIMd 011 pro~ctitJIU. IWtM•st«< wrljiC~JtiOif 
by lllfl ,.,.,,, 

Water • Cblmicals 
Wutewaa~r • O.iolla 

/~ _,_.,tlw 10 lllltlllloltllllbw tJUOC#IIt«l 
widt ~ ,_,., ....-wrt/fl;tul0116y 
Sltf6 ,...., 

Water. Mawial a Supplitl 
Wutewaaer • Mawial a Suppli• 

5 

IWIIfOW 11011..,...,.. ~p llptailtl ..... 
lllttl rwlot:t~~lilfl ...., ., Mtlr/lwn Cow,., co. 

42 

DEam CllEDm 

S6,700.00 

135,519.00 

15,913.64 

12,119.52 

(11.703.00) 

(11,749.93) 

(12.549. 97) 
($4.277.57) 



Exhibit KLW • 1 (Page t5 of 56) 

G1JU VI'IUI"Y 
PROJODIA ADII1ITMENTS TO STAFF'S • 11M TEST YEAil 
DECDDD Jl,IIN TR 

DEarrs CREDns 

' Coatract s.w.. w- 11.136.21 

&cord two__,.,~- oft:JIJI&IPIIIdw 
,_,_,_I t:Oit, wllidiWNIIOI lit pmtJtl tiMI. .. .. 

7 
Wattr Coanct S.W. • Aa:l 17.011.91 
Wastewater Connct S.W. ·Acct. 13,303.03 

R••ow rwwni"l '""'.,.. bt O."•kr 199$ 
llMIJCCfWII COrftctiOII wltidl WGS 0111 of period. 

I 
Water Acct. • CS 11.452 00 
Wastewater Acct. • CS 1741.00 

To profofrllll 4llllllllltllll bill1t0t pt1id ;, J99J tlw 1o 

lit• rat• CGU 

' Water LepJ • CS S3.174.Sl 
Wastewater lAp1 • CS 11,493.19 

To ~WillOW jOfii'JIIIIMtry ;, O.t:ntkr /99$ INu wa 
nwrud of prior ,_r;otl 

•• 
Water Acct. 1122.34 
WaterlApJ·CS 11,113.37 

To~p--C0611~~ 

II 
Contract Servic. Other· w ... ($10,146.53) 

R••ow IIOII.,..CIIrri"' 1111111 0111 of ,.riod '''"' 
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Exhibit KLW - 1 (Page 46 of 56) 

GULF 1TI1LITY 
ftOFODIA ADRJITMENTS TO STAJFS • 1196 TEST YEAil 
DECDmD Jl,IIN TYI: 

DEBm CllEDn'S 

12 
Contract ServiCII Olblr • w........ (II ,II 9.01) 

Rntow rttM-NC~~,., llutllrlb/6/i,.tiltJ tlGMIJp 

IJ 

A1Utt~Giiu ,.,., cons: Do.11t01 ,.JI•ct~t~~ff Gtlj. 
for 1101111tility 

Water • Rent equipmlftt 

Insurance Vehicle· Water 
Insurance General • Water 
Insurance WIC ·Water 
Insurance Other • Water 

Insurance Vehicle- Wutewater 
Insurance Gen ... • WutewaW 
Insurance W/C • WMI8Witer 
lasurance Other· w...._.. 

Milc. w ... 

... 

15 . 

., 
Alur1111li# ~ ofCRSr .WCKDC ~ 
tlilpollll ,."'"' 

17 
NOT USED 

44 

17,151.03 
14,211.12 

$405.31 
11.190.07 
11.,271 .59 

183.99 

1317.19 

$996.11 
161.99 

12.935.94 

(11.100.00) 

(11 .303.30) 
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GtJLF VI'ILII'Y 
nOFODIA AMJI1'MEN'I'S TO STAFFS • liN TDT nAil 
DEC'DiaD Jl,ltN TU 

•• Rate ea.. Exp . • w-
a.. C..Exp .• w ........ 

Pro~,lw,.,. OIW ...,_Ill t:OIIIJIIIIIY 
•stilltlll6 

Water ·Insurance pneral 
Wutewater ·lasurance...,.. 

., 
IWdllc• i1r.nm1"" for IICIIMIItllldit billi111 p~riod 
ptlid ;, /996. 

Water • Misc. 
Wutewater ·Misc. 

20 

To ncord 11111111111 CIUIOIII" n~rwy costs iltCillftd for 
first,;,,;, ~P''"'Hr /996. 

21 
Fuel for power production 

22 
Contract Service~ • Wutewater 

IIICfWl# CD111NCt ..,.._p t:OIU lltiJt will_. 
J99611iP.r ,._ 611116's1Ut y.r •1«16tl . 

2J 
Transportation Exp. • w......._ 

• 

45 

DUm 

120,.209.00 
110,751.17 

$6,431.07 
13,312.97 

193.51 

11,935.54 

1321.69 

(12,542.32) 
(11,409.61) 
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Exhibit KLW - 1 (Page 48 of 56) 

GlJLF lTI'ILri'Y 
P80POilMA AD.RJSTMENTS TO STAH"S • 1M TaT YEd 
DEC'DDEa Jl,lfM TYE 

Wat• • CoDncl s.viCII 
Wutewater• CoDncl s.mc. 

46 

11,113.79 
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• Exhibit KLW - 1 (P.-qe 49 of !6) 

AUDIT DISCLOSURE NO. 15 

SUBJECT: JAMES MOORE'S EXPENSES 

STATEMENT OF FACT: Tbe expeues used in disclosure 14, include $1,167.93 of local 
business meals IDd $120.31 of entertainment for Junes Moore. Descriptions on business meals 
include ctisneeina t..lth illlunDcc piiDs. tnasts and investments. enpnecrina services, waterline 
projects. etc:. The entenainment wu for drinb for a San Carlos Water Line Project and 
aaolf outina 10 discu.u keepina insurance costs down. 
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Exhibit KLW - 1 (Pa9e SO of 56) 

AUDIT DISCLOSURE NO. 16 

STATEMENT OF FACT: TAXES OTHER THAN INCOME 

SUBJECT: Revaues projected iD the filiaa times the 4.5% replatory assessment fu does not 
total the repl1101y ......m fee projected in the filina. 

Revenues projected 
Replalory AIKIDalt Fee Rate 
Rqulatory A••aem Fee 
Per Forecast on 8-15 
Differcnc~ 

Water 
)2,139,422 

4.5% 
s 96.274 
s 96,919 
s (715) 

Wutcwaler 
Sl,671,070 

4.5% 
s 75,191 
s 76.249 
S (1,05 I) 

Payroll ~axes were alloclled Ulinaa66134•;. customer ratio or 143.106 f\;: " ·ater and $22.567 for 
wast~wat~r. If tbc taxes were allocated ~d on the payroll accounts. (set anachmtnt to 
disclosure 14) the)' would be allocated at 62.2913 7 .17~.. This would reduu payroll taxes for 
water by S2,462.261Dd iDcreaac taxes for wastewater by $2,462.26. 

Based on lhe 1996 projec1Cd tax bills, 1996 projected property tax was underestimated. 
Staff computed the diff~ as follows: 

Water WMtewater 
Plant $15.531.190 S I I .98:!.980 
1996 Projected Tax Bills 
allocated based on plant 77.124 S9.S06 
Tax on Forecasted plant 
~ on ~.of tax to plant 8.14S 4,SI4 
Total staff projection s 15.269 s 64.020 
Forecast per company 8-1 S s 77,76S s 49,200 
Understatement s 7,504 s 14,819 
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I.~ .... .., ....... 

I 
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I 
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I 
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I 

' I 

.Cofllpenr: ... u.r Coflll*tr 
DoclleiNo. --WI 
, ... ,. ... ....._ Dtc..,...rl1,1-

... , ........... Ia) 
tl ........... (l)orY•I,_.IJ 

~· ,......tfleCIIC411''1 ifi ... Mietor ...... ,..,,IIIOWtr'f 
• ..,..,.... M non-.... en• ...WIINI.,_,.. .. "~*'~' • 
Pllftl HIICt FOI '""'"UN. 

(1) (I) 
f.~MCII 

UN DllcllpliOft 11MONlH 
No. IALAHCI -----

u.r ,..,. lfi ..,.. 111.7'00.117 

2 I.Mir LlftCI & LinG "SSfftt 200,172 

3 ..... Non-UNCI & Ullflll Pllnt (Ntt) 113 ... 

• ..... AcCIIrft ..... DtprecjatiOft • .17U72 

I Leu CIAC 12.220.115 

• AcC11rft11111fCI AmortiHiiOft CIAC U•U21 

7 ..... ActviiiCtl tor COMtryC1ion . .115 

• WOrlliftSI Clprtai AIIOwlftCt 111.1•• 

lcfllelwle A-1 
, ... 1 .,, 

, .. ,.,., Anellt .. 

(I) 

Wllr ....... ,..,.) 
C•> 

MjYSteCI 

'*"1 ...... -----------
,,_, ..... 5 111 ..... 712 

200.172 

111.135 1.071 .... 

13.220 • .IM.It2 

12.220.115 

u•un 
•115 

, ...... --------------·----------·----------·--
I TOial w.,., "-'e liM IU07.112 .. ,._.to .... 27.172 

•••••••••••••••••••••••••••••••••••• !' ... 

(I) S01:1rc1 ICfletllllt A- 1 'II' I . Cot • • lint 11. Col31ifte 11 1n11 Coli. lil'lt Jl 

(I) 
IIIPPD""'SI 
lcftHwtl(l) 

-----
A-I 

A-I 

A-I&A-1 

·-· A-12 

A-1· 

A-11 

A-17 
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