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Executive Summary

AUDIT PURPOSE: We have applied the procedures described
in Section II of this report to audit the schedules of
Rate Base, Net Operating Income, and Capital Structure for
the twelve-month periocd ended December 31, 1991, prepared
by Southern States Utilities, Inc., for their Petition for
Rate Relief, FPSC Docket 9201%99-WS. :

SCOPE LIMITATICN: The audit exit conference was held on
September 15, 1992. This report is based on confidential
information which is separately filed with the Commission
Clerk.

DISCLAIM PUBLIC USE: This is an internal accounting
report prepared after performing a limited scope audit;
accordingly, this document must not be relied upon for any
purpose except to assist the Commission staff in the
performance of their duties. Substantial additional work
have to be performed to satisfy generally accepted
auditing standards and produce audited financial
statements for public use.

OPINION: Subject to audit exceptions, the schedules of
Rate Base, Net Operating Income, and Capital Structure for
the twelve-month period ending December 31, 1991,
represent Southern States books and records maintained in
substantial compliance with Commission Directives. The
expressed opinions extend only to the scope of work
described in Section II of this report.

SUMMARY FINDINGS:

NOTE - Rate base items listed below are simple average
amounts,

1. Unsupportable CIAC data resulted in the followinhg
misstatements:

a. Water CIAC understated by $668,202; wastewater

overstated by $325,585,

b. Water CIAC accumulated amortization understated
by $54,616; wastewater overstated by $98,064.

c. Water CIAC amortization expense understated by
$27,399; wastewater overstated by $10,870.

2. Non~compliance with FPSC orders establishing rate
bases resulted 1in net water rate base being
understated by $40,031; wastewater overstated by
$1,309. This also caused test year net depreciation
to be understated by $1,187 (water) and $324 (sewer).
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3. An omission of "general plant to be allocated"
resulted in docketed plant (net of accumulated
depreciation) to be understated by $68,398 (water)
and $23,656 (wastewater). This alsc caused test year
depreciation expenses to be understated by $2,623
(water) and $907 (wastewater).

4, A duplicate adjustment to a prior FPSC order resulted
in wastewater net plant being understated by $97,778
and the associated test year depreciation expense
understated by $2,222.

5. MFR misstatements of 1991 book "adjust for 1land
appraisals™ resulted in Marion ©Oaks 1land being
understated by $80,850 (water) and overstated by
$80,850 (wastewater). Mathematical errors related to
this same book adjustment resulted in water simple
average land being understated by $6,212 and
wastewater simple average land being overstated by
$266,217.

6. Misclassification of capital expenditures to O&M
expense resulted in the following:

a. plant being understated by $4,836,

b. test year accumulated depreciation and
depreciation expense understated by $117, and
C. test year O&M expense overstated by $4,836,
7. Misclassification of nonutility expenses resulted in
test year utility O&M expenses being overstated by
%8,875.

Audit Scope

COMPILED means that the audit £taff reconciled exhibit
amounts with the general ledger; visually scanned accounts
for error or inconsistency; disclosed any resolved error,
irregularity, or inconsistencies and, except as otherwise
noted, performed no other audit work.

RATE BASE - General: Reconciled rate base components per
exhibits to those last established by the Commission.

PLANT: Based on judgement, selected 11.7% of water plant
additions and 33.0% of wastewater plant additions and
tested for proper classification, system, amount and in-
service date.

LAND: Compiled amounts that were adjusted for land
appraisals and reconciled exhibit and book balances.



CONTRIBUTIONS IN AID OF CONSTRUCTION: Scanned supporting
documentation and subsidiary ledgers for agreement with
exhibits.

ACCUMULATED PLANT DEPRECIATION AND CIAC AMORTIZATION:
Tested for mathematical accuracy.

NET OPERATING INCOME: Performed overall tests of correct
amount and classifications on 7.1% of all presented 0&M
expenses, including contributions, attorney fees, and
major repairs. Determined the appropriateness of all
adjustments including reviewing and recalculating the
adjustments for payroll, benefits, attrition, and Lehigh
Utilities. Obtained the actuarial valuation study from
the company to support their post retirement benefit
adjustment. Obtained company procedure and references for
working up water and wastewater taxes other than income
accounts.

COST OF CAPITAL: Traced cost of capital debt amounts per
filed exhibit to the company debt supporting records.
Tied interest rates per support to those stated in the
filed exhibit.

READ External audit working papers for the 12-month period
ending May 31, 1992, for regulatory issues.

SCOPE LIMITATION: Due to time constraints, proof of
ownership of land acquired since prior established rate
bases was not obtained.



AUDIT EXCEPTION NO. 1

SUBJECT:

CONTRIBUTION IN AID OF CONSTRUCTION (CIAC)

STATEMENT OF FACTS:

1. Certain filed CIAC balances were based on unsupportable data
which necessitates adjustments as follows:
Water Sewer

CIAC - Simple Average
(1) University Shores $(635,586) $332,640
(2) Other Dkt.Water Systems {( 33,016)
(3) Other Dkt.Wastewater (7,055)

Systems
(4) Total CIAC $(668,602) $325,585
CIAC Accumulated Amortization-
Simple Average
(1) University Shores 50,554 $(98,722)
(2) Other Dkt.Watexr Systems 4,062
(3) Other Dkt.Wastewater

Systems 658
(4) Total CIAC Acc. antz. $54,616 $(98,064)
Test Year CIAC Amortization
Expense
(1) University Shores $(26,376) $10,651
(2} Other Dkt.Water Systems ( 1,023)
(3) Other Dkt.Wastewater

Systems 219
(4) Total $(27,399) $10,870

NOTE 1 -

NOTE 2 -

Year-end and "by system" amounts for University Shores,
"Other" Water and "Other" Wastewater are on Appended
Schedule 1, 2, 3, respectively.

Test year amortization expense for "Other" Water and
"Other" Wastewater was obtained by using a rate of 3.1%

(Rule 25-30.140, F.A.C. composite rate) times the simple
average C.I.A.C. adjustment.
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QPINION:

1. The filed exhibit amounts are not supportable for the systems
indicated on the appended schedules.

RECOMMENDATION: Direct the Utility to adjust their books as
indicated on the appended schedules.

COMPANY COMMENTS: Withheld pending further review.
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AUDIT EXCEPTION NO. 2
SUBJECT: NON-COMPLIANCE WITH COMMISSION ORDERS
STATEMENT OF FACTS:

1. Filed exhibits for certain systems are not in compliance with
rate base amounts as established by FPSC orders.

2. The rate base dates and FPSC order information are listed in
applicant's MFRs in Velume I, Beook 1, pages 4 through 6.

3. The systems affected are listed on the three appended
schedules.
a. Schedule 1 shows the deviations from prior orders by

system name and rate base component.

b. Schedule 2 (depreciation) and 3 (amortization) show the
related adjustments +to accumulated depreciation and
amortization plus test year depreciation and amortization

expenses.
4. A summary of these schedules is as follows:
Water Wastewater
a. Adjust to order-net rate base
adjustment 542,542 $(1,208)
b. Additional accumulated plant
depreciation adjustment (3,422) ( 999)
C. Additional accumulated CIAC
amortization adjustment 369 { 8)
d. Additional accumulated acqg.adj.
amortization adjustment 542 906
Subtotal-Net Rate Base Adjustment $40,031 $(1,309)
e. 1991 plant depreciation
expense adjustment $ 8286 $400
f. 1991 CIAC amtz.expense adj. 408 3
g. 1991 acg.adj.expense adj. (47) (79)
Total Expense Adjustment $1,187 $324

OPINION: The Utility is not in compliance with FPSC orders.

RECOMMENDATION: Direct the Utility to adjust their books to the amounts
shown on the appended schedules.

COMPANY COMMENTS: Withheld pending further review.
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PLANT ADJUST FRGM WP 264 OUE TG FRIOR GROER fil, 1160
DEFREC ADJUST FER HOTES BELOW FLANT ADJUSTHENTS

T 12/31/54

PLAHT 4T DET%” fEARS T DEPREC 127317590 TERT ¥R 12/3i/5) 1331 BINPLE

SYBTEM HBJUET T 12731495 RATE  ACLUNM DEPREC  EUPENSE AL AUERPGE
NOTE 2 PLaYEWRATE  PL x 3U0% GEFREC  AOCUN DEFR
NOTE 2 S0JUBT
WHIER
CITRUS FARK 5,470 12731768 2.00 3.10 1,07 I 1,8 1,503
DAETUYLER 4,704 6730779 1i.50 Z.08 (852} i (§2g) {8855
KEYSTOHE HEIGHTS 1,500 /R LAND
LAKE CONRnY (3,705 6730779 1150 1.00 gh¢ (74 98 g4
ROLLING GRECH 19,185 1710787 3.50 3,16 (3,168 805 4,073} (3,6703
SHLT SPRINGS 17,780 ]2/31/88 2.00 3.10 {1,i02} 551 (1,654 o,
SAMIRA UILLAS (869 12/7i/58 2,00 KISLL 54 {20 81 57
THTAL WRTER 76,135 3,009 i (1,834} V3,477
HRSTEMATER
CITRUS PARK 8,677 Li/31768 2,06 3.00 {5383 ZBY (BT &
SRLT SFRINGE (10,658 1475188 2.00 308 Bk7 {31 852 BT
SOUTH FORTY 4,885 1Z/3i788 2.0 16 {53235 4§67 0,850 {1,154
JOTAL WASTEWRTER 12,281 {7957 400 (1,499 {599,
HBTE 1 “07 PATE" IS LAST ESTABLISHE RATE GABE DRTE PER WFR VDL I BK L PAGE 4 THRU &

WiTE 2 RE 1330 DRFREC WATE 18

PER CENT BSU "DLD" RKATEJ FOR SYSTENS NOT YEY UDER RULE 25-30.1%0
3.1 FER CENT FOR SYGTERS UNDER RULE 25-31.1%0

(RULE RATE WHEN PLANT SUBAUCOUNTS AND COMPDRITE RATES ARE UMINDWND

HOTE 3 3.0 PER CENT FOR ALL SYSTEWS FOR THE TEST YERR
(RULE RATE WHEM FLAHT EUBACCOUNTS MG COMPOSITE RATES ARE UNKNOWN)

]
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AUDIT EXCEPTION NO. 3

SUBJECT: FILED EXHIBIT PLANT OMISSTION
STATEMENT OF FACTS:

1. The filed general plant exhibits are based on all general
plant (regulated, non-regulated, water, wastewater, gas, etc.)
per general ledgers merged into totals by subaccount and then
reallocated to all systems (gas, water, etc.) based on
customer ratios.

2. A $222,290 (at 12/31/91) general plant structure (booked to
Lehigh Utilities, Inc.) was omitted from the merged amounts.

3. The allocated simple average rate base and expense adjustments
to the subject docket are as follows:

Water Wastewater

a. Plant $104,934 5 36,292
b. Accumulated Depreciatiocon (36,536) (12,636)
Subtotal $ 68,398 § 23,656

c. 1991 Depreciation Expense $ 2,623 5 207

OPINION: The filed Exhibits are misstated.

RECOMMENDATION: No hock adjustmehts are necessary. The above
docket amounts can be allocated to the systems by using the ratios
in MFR Volume 1, Book 2.

NOTE: See appended schedule for calculation of the amounts
applicable to this docket.

COMPANY COMMENT: Withheld pending further review.
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CiT 570155-W5

GENERAL PLANT AND RCCLH DEPREC
LENIGH ADJUSTRENTS

FEX GEN LEDGS

6T 12731730 AND 3t

ni AT SINFLE LIFE PRR 1591 800 12731790 A0C 12/00/8i ate 1331
12731790 12734731 193} RULE  DEPREC ADB DEPREG, ieR DEPREC.  SIHPLE A
AVERAGE 25-30. 140 AUG PLNT/ SUt OF PRIOR  ACCUN DEPREC
FLAHT AIFE 2 COLUMNS
AUDIT ADJUST
STRUCTURES-NOTE | 221,03 712,750 121,602 40 5,512 4,407 75,943 17,178
HDLNTS TO THIS DBCRET DEFREL EAREHSE
WATER q7.3357% 104,537 105,751 0%, 534 1,843 KRS R 36,536
RS TEWATER 1637583 36,163 3,595 30,252 ao7 12,182 13,050 iZ,536
TUTAL 63,1245 140,526 131,626 141,37 3,551 4T, 4B 50,537 45,172
HOTE 1 FOR WFR PURPOSES GﬂS_EfHUCTURES
WERE THADVERTENTLY ORITTED S
HB SEING PART OF SERERAL
PLANT
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AUDIT EXCEPTION NO. 4
SUBJECT: MISSTATED FILED EXHIRIT

STATEMENT OF FACTS:

1. FPSC Order 13366 issued 6/1/84 established Deltona Lakes rate
bases at 12/31/82 to include a $100,000 reduction in
wastewater plant.

2. The general ledger correctly reflects a $100 000 credit "to
adjust to Order 13366" in 19%0.

3. The filed MFR correctly included this order reduction in the
12/31/82 "beginning balance" but incorrectly also included the
reduction in 1990.

4, Deltona Lakes filed expense and rate base amounts need to be
adjusted as follows:

§impie

12/31/90 12/31/91 Averade

a. 361.2 Collection Sewers $100,000 $100,000 $100,000
b. Accumulated Depreciation (1,111) (3,333) (2,222)
Subtotal $ 98,889 $ 96,667 $ 97,778

c. 1991 Depreciation Expense S 2,222
OPINICN: The filed MFRs are misstated as indicated above.

RECOMMENDATION: No book adjustment is necessary. Adjust MFRs..

COMPANY COMMENT: Withheld pending further review.
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AUDIT EXCEPTION NO, 5
SUBJECT: MFR MECHANICAL ERRORS

STATEMENT OF FACTS:

1. Several "adjust for appraisal" journal entries were made to
the Deltona Utilities and United Florida Utilities systems
land accounts in December, 1991.

2. The MFRs overstate 12/31/91 Marion Oaks wastewater land by
$80,850 and understate water land by an equal amount.

3. Due to the above misstatements and improper calculations of
simple averages for some of the systems, water land is
understated by $6,212 and wastewater land is overstated by
$266,217.

4, The appended schedule depicts calculations by system.

OPINION: MFRs are misstated as shown on the appended schedule.

RECOMMENDATION: Adjust the MFRs.

COMPANY COMMENT: Withheld pending further review.
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DKT 320199-H3 J1/8/492
LAND OTHER THAN GERERAL . “LNBDBI
DELYONA % UNITED FLORIDA SYSTEMS Al..d8o
T1E 12731781

' , ADJUST FOR SINPLE
PLANT PLANT 12731758 ARPRAISAL 12/31/90 1980 400 BT 123151 SHPLE SIKPLE AVERAGE
' ACCOUHT FER MFR  FER AUDIT DJUSTED PER iR AVERACE AVERAGE AQJUST
BER AUDIT PER MUDIT PER HFR  PER AUDIT
WRTER ' !
11001 HERTON DS : ' ] . ;
303.2 134,697 (31,1877 103,515 102,515 103,518 17,655 25,859 :
302.3 557,500 (480,750) 77,650 77,650 77,650 73,700 (2,050 - g
363.4 2,800 {3,375) 425 325 425 2,113 (1,684) i
TOTAL 706,367 . (528,80T) 164,390 9 181,540 181,530 153,469 22,12} ;
an62 PINE RIDGE UTIL
303.2 27,814 (2,11%) 19,500 13,900 19,300 20,957 {1,087
303.3 35,000 35,000 35,000 35,000 35,000 v
00,4 0 0 0 0 (
TOTAL 57,014 (2,11%) 54,900 0 54,900 54,90 55,957 {4,08M)
268001 SUNNY HILLS
303, 40,482 {29,703y 19,773 10,779 10,779 25,631 {14,852)
303.3 158,000 (179,620) 18,380 . 18,380 13,380 18,780 0
303.4 ] 0 0 9
VAL 238,482 (209,323 79,155 0 23,158 79,159 84,011 {14,852)
TOTAL NATER ' 5,212
HASTEMRTER
11000 #ERTON kS ‘
353.7 3,791 (7,480 (3,685 {3,885 {3,585 {3,595 0
353.3 0 D 0
334 133,800 {80,850 58,850 58,550 £5,550 133,400 {80,850
TOTAL 1%3,197 (88,332 54,665 0 54,063 34,8585 135,718 (80,8507

27001 SPRING HILL
353.2

. 784,511 {370,733 413,778 413,71 413,778 599,145 (185,367)
353.1 0 b 0 0
35,4 0 0 0 0
I167AL 764,511 310,139 413,778 0 413,718 443,778 599,145 (185,3677
TOTAL WASTEMATER {268,211
|
12/91/91 1EAR EMD ADJUST
PER AUDIT PER MFR R
HARION OBKS WATER
- 03,2 103,545 0,515 87,900
303. 77,650 73,700 (2,050)
303.4 475 475 0 673
TOTAL 181,59 100,740 80,850
MARION DAKS WASTEWATER
353.2 (3,685) (3,685 B
kYO 58,550 138,406 {80.350)
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AUDIT EXCEPTION NO. 6
SUBJECT: MISCLASSIFIED PLANT ADDITIONS

STATEMENT OF FACTS: The following capital expenditures were charged
to operations during the test year ended December 31, 1991:

Cper.Exp. NARUC
Acct.Chg'd. Designated
System Payor Description By Utility Account Amount
Industrial
University Mach.&Power Overhaul of
Shores/106 Systens Generator 620.2 101/310 $2,118.96
ABS (2) 2v
Jungle Den/ Pumps, Verticle
Plt. #1802 Inc. Pumpsé&Acct. 720.4 1017371 1,684.34
Citrus Springs
Util.Plt.# Action Hydrant &
#9001 Industries Acc. 620.5 101/335 1,032.44

$4.835.74

Test year depreciation and the related reserve at December 31, 1991
applicable to the misclassified utility plant additions has been
computed as follows based on rates per Commission Rule 25-30,140.

Test Year

Depreciation
: & Related
UPIS Date Placed Depreciation Reserve at
Amount In Service Rate 12-31-91
$2,118.96 3-13-91 5.00% $ 88.29
1,684.34 11-12-9] 5.56% 15.61
1,032.44 6—-13-91 2.22% 13.37
§4,835.74 $117.27
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The expenditures meet the criteria for capitalization wvia the
designated plant accounts in accordance with NARUC Water and
Wastewater Class "A" Instructions and Descriptions and should be
included therein.

RECOMMENDATION: Staff recommends that the utility adjust their
records to reflect the following journalized correction:

Acct.101/310-University Shores $2,118.96
Acct.101/371-Jungle Den 1,684.,.34
Acct.101/335~Citrus Springs 1,032.44
Acct.403~University Shores 88.29
Acct.403-Jungle Den 15.61
Acct.403-Citrus Springs 13.37
Acct/620.2-University Shores $2,118.96
Acct,720.4-Jungle Den 1,684.34
Acct.620.5-Citrus Springs 1,032.44
Acct.108-University Shores 88.29
Acct.108-Jungle Den 15.61
Acct.108-Citrus Springs 13.37
$4,953.01 $4,953.01
COMPANY COMMENTS: Utility may respond at a later date.
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AUDIT EXCEPTION NO. 7
SUBJECT: CONTRIBUTIONS

STATEMENT OF FACTS: A sample of Southern States rate case
operations expenses contained payments to the 4-H Club, a
University of Florida Homecoming banguet, a small theater group in
Minneapolis and other charitable groups totaling $%$8,875.

The NARUC Uniform System of Accounts for Class A Water and Sewer
Companies states that:

...donations for charitable, social or community welfare
purposes..

Should be expensed to account 426, Miscellaneous Nonutility
Expenses.

OPINION: Southern States is not in compliance with the Class A
NARUC Uniform System of Accounts.

RECOMMENDATION: Remove $8,875 of 0 & M Expenses from ratemaking
consideration.,

Require Southern States to review all of its O and M expenses and
schedule any such contributions for removal from the Docket No.
920199~-WS MFR's,

COMPANY COMMENTS: Withheld pending further review.
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AUDIT DISCLOSURE NO. 1

SUBJECT: ST. AUGUSTINE SHORES SALE

STATEMENT OF FACTS: On June 4, 1991, United Florida Utilities, Inc.,
a wholly-owned subsidiary of Topeka Group, Inc., which is a wholly-
owned subsidiary of Minnesota Power, sold via condemnation the St.
Augustine Shores Water and Wastewater System to St. Johns County for
£14,250,000.

The company realized a gain of $6,744,491 from the sale which was
charged in total to other income below the line per United Florida
Utilities Corporation books.

FPSC policy reflected via precedents set forth per the Digest of
Water and Wastewater Regulatory Philosophies states as follows:

Gains or losses on the sale of utility property that was
formerly utility property should be amortized above the
line over five years and should be considered in
determining net operating income. Gains or losses on the
disposition of property formerly devoted to public service
should be recognized above the line. TECO, Docket No.
820007-EU, Order No. 11307, 11/10/82,

AUDITOR'S OPINION & CONCLUSION: The applicant's treatment of this
gain may be appropriate based on the following circumstances:

(1) The St. Augustine System formerly regulated by the FPSC has
never bheen subject to same's jurisdiction subsequent to the
acgquisition of the system by SSU in 1989,

(2) Ratepayers directly deserving of the gain are no longer able to

' receive such benefit as the county now retains full ownership
of the system.

(3) SSU has never had a system-wide or consolidated rate in effect.

Staff defers to the Tallahassee analyst and ultimately PSC
Commissioners for review and ultimate disposition of this matter.

COMPANY COMMENTS: Utility may respond at a later date.
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AUDIT DISCLOSURE NO., 2
SUBJECT: LEGAL FEES - ACQUISITICON ADJUSTMENT RESEARCH

STATEMENT OF FACTS: The Southern States 0 & M Expense includes
legal fees relating to researching the acquisition adjustment
policy of the state utility commissions of all 50 states of the
United States. $11,009 of such 1991 expenses were documented.

These legal expenses were charged to Account #8063%0 which is
titled COMMUNICATIONS/MISC EXP - OTHER which is an allocated
account,

The feollowing are typical line items from the above-referenced
legal invoice.

07/08/91 DAB 5.80 -WORK SESSION TO DISCUSS RESEARCH
REGARDING SURVEY OF ALL 50 STATES'
POLICY ON ACQUISITION ADJUSTMENTS;
REVIEW AND SUMMARIZE LEGAL RESEARCH;
DRAFT ACQUISITION ADJUSTMENT POLICY FOR
INDIANA, NORTH DAKOTA, WEST VIRGINIA AND
OREGON.

07/08/91 KAH 1,50 -REVIEW AND ANALYSIS OF ORDERS AND OTHER
INFORMATICN PROVIDED BY UTILITY
COMMISSTONERS FROM OTHER STATES RE:
ACQUISITICN ADJUSTMENT POLICIES.

07/08/91 LG 1.60 -PREPARE OUTLINE OF EACH STATE
COMMISSION'S POLICY RE: ACQUISITION
ADJUSTMENT POLICIES

OPINION: These legal fees may be nonutility and perhaps should not
be borne by the general body of Southern States ratepayers.

Legal fees such as these appear only to benefit the shareholders in
that the effect on the customers would only be increased pressure
towards higher rates.

If the utility states that the acquisition adjustment subject is an
issue of the current rate case, then the NARUC Uniform System of
Accounts for Class A Utilities describes Contractual Services -
Legal in part as follows:

Legal services for rate proceedings before the
commission shall be included in account 766 -
Amortization of Rate Case Expense or account 186.1 -
Deferred Rate Case Expense,

-22-
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In determining whether the legal expenses for research into the
acquisition adjustment issue are allowable, the GAAP definition of
allowability of utility expenses should be considered.

FASB Statement 71, Accounting for the Effects of Certain types of
Regulation states, in part, the following:

Par. 1 - Regulation of an enterprise's prices
(hereinafter referred to as rates) is sometimes based on
the enterprise's costs. (1) Regulators use a variety of
mechanisms to estimate a regulated enterprise's allowable
costs, and they allow the enterprise to charge rates that
are intended to produce revenue approximately equal to
those allowable costs., 8Specific costs that are allowable
for rate-making purposes result in revenue approximately
equal to the costs.

Par. 2 - In most cases, allowable costs are used as a
means of estimating costs of the period during which the
rates will be in effect, and there is no intent to permit
recovery of specific prior costs.

Par. 3 - Regulators sometimes include costs in allowable
costs in a period other than the period in which the
costs would be charged to expense by an unregulated
enterprise. That procedure can create assets (future
“cash inflows that will result from the rate-making
process) for the regulated enterprise.

The Florida Public Service Commission may feel that it is
appropriate for Southern States to accumulate these Acquisition
Adjustment research costs and amortize these costs over sone
appropriate period of time, as also indicated by FASB 71 paragraph

Par. 4 - Accounting requirements that are not directly
related to the economic effects of rate actions may be
imposed on regulated businesses by orders of regulatory
authorities and occasionally by court decisions or

statutes. This does not necessarily mean that those
accounting requirements conform with generally accepted
accounting principles. For example, a regqulatory

authority may order an enterprise to capitalize (2) and
amortize a cost that would be charged to income currently
by an unregulated enterprise. Unless capitalization of
that cost is appropriate (emphasis added) under this
section, generally accepted accounting principles require
the regulated enterprise to charge the cost to income
currently,

COMPANY COMMENTS are included on the following pages.
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SERVICES |
intra-company carrespondaence

MEMORANDUM

To: FPSC Auditors (GIGA)
Attn: Robert Dodrill
From: Brian P. Armstrong
Date: September 9, 1992
Re: Audit Request No. 36 (GIGA)

This audit request states as follows:

One issue for this rate case is going to be the "allowability”

e of legal fees for research of acquisition policies of various
states. Please prepare a statement of your position for the field
audit staff to be included with the report.

The Florida Public Service Commission, at the request of the Office of
Public Counsel, initiated a proceeding (Docket No. 891309-WS) to
investigate whether the Commission’s policy concerning acquisition
adjustments should be modified. The Commission requested any
utility with an interest in such policy to provide evidence in support
of its position on this issue. In response to the Commission's action,
Southern States retained Messer, Vickers to perform legal research
concerning the acquisition adjustment policies of other jurisdictions
in the United States. The purpose of this research was to establish
that the policy being proposed and advocated by the Office of Public
Counsel was without precedent in any jurisdiction and contrary to all
established legal precedent. Southern States participated in the
above referenced docket and the Commission issued Order No. 25729
which rejected the Public Counsel's proposal and retained the
existing acquisition adjustment policy, as advocated by Southern
States.  Legal rescarch of this nuture is often persuasive, and perhaps

6
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just as often, rcquired, to convince the Commission that its policies
are consistent with not only the law but also the policies of other
jurisdictions. Please note that Public Counsel also conducts such
research as confirmed in the testimony of its witnesses in the Lehigh
rate case in which precedent established by the Federal
Communications Commission is cited by Public Counsel in support of
one of Public Counsel's positions in that docket. To disallow the
Company's recovery of these type of legal costs would be arbitrary
and would permit Public Counsel to perform this research, at
taxpayer (including our ratepayers) expense, while depriving the
Company of recovery of such 85+ Finally, given the Company's dire
financial situation, disallowance of such costs possibly would prohibit
the Company's ability to perform such research -- to the detriment of
the Commission (which should be provided both sides of an issue) as
well as the Company.

In light of the facts contained in this memorandum, Southern Siates
believes there is no question as to the "allowability” of legal fees
incurred to conduct the research indicated. If you have any further
questions regarding this audit rcquest, please do not hesitate to call
me at extension 152,

B.P.A,

dlh/92M187
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AUDIT DISCLOSURE NO. 3
SUBJECT: RELOCATION EXPENSES

STATEMENT OF FACTS: The Southern States O & M Expense for the 1991
test year includes $58,099 in fees relating to relocating company
personnel.

No adjustment was made to remove or to smooth out these expenses
for the Rate Case MFR's.

As of July 31, 1992, Scouthern States has only charged $6,795 to
relocation expenses. The company is also estimating an additional
$15,000 expense for 1992.

OPINION: These expenses may be considered nonrecurring in nature
and perhaps should be partially or completely excluded from the
ratemaking process.

COMPANY COMMENTS : Company position is included on the following
page.
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Custormer Services
Intra-company correspondence

September 10, 1992

TO: FPSC Auditors (GLGA)

Attn: Robert Dodrill
FROM: Forrest Ludsen
RE: Audit Request No. 31 (GIGA)

This request asks for disclosure of any "firm plans for relocating Company personnel during
the period 1992-1994". At this time, the Company has no "firm plans” for relocating
Company personnel during the time indicated. However, the year to date (July 31, 1992}
relocation expenses incurred by the Company are $6,795.13. Expenses werc booked to
Account #6758.2100. Currently the Company is aware that, at a minimum, there will be
additional relocation expenses for the Vice President of Finance. This amount is estimated
to be $15,000. In addition, the Company has committed to offering its gas employees similar
positions (pending appropriate qualifications) with the Company which are authorized but
being kept open pending the sale of the gas operations. It is anticipated that some relocation
may berequired. In addition, management has authorized certain additional positions which,
in all likelihood, will be filled by persons from outside the Company. It is expected that
relocation expenses would be incurred to fill these positions. Also, the incurrence of
relocation expenses is an ordinary cost of doing business, particularly for a Company of
Southern States’ size and complexity. Given the specialized nature of utility work as well as
licensing requirements, it is often difficult to locate and attract qualified, experienced
personnel. Therefore, it is more likely that new employees would have to be relocated. Also,
reimbursement for relocation expenses is a standard practice for companies like Scuthern
States and is offered as part of the new employee’s compensation package to attract qualified
and experienced personnel.
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SUMMARY OF TOTAL WATER AND SEWER FILED FPSC JURISDICTIONAL RATE BASE - REQUIRED

Total Filed FPSC Jurisdiction (1991 (nterim / Finaf)

Company: 55U - Alf Filed FPSC Systems FPSC
Docket Na. : §20199-WS Schadula: FPSC Jurisdictional Summary
lTrﬁ::i:-ne[a)g]i?r?aeld[:)(ilzmm Paga 14l (‘Ham —
Historic [)r()l ije‘?led [H Explanation: Provide a FPSC junsdictional summary schadule of water and sawer rate base Praparar. Chuck Lawis
Average [X] Year-End |} componenls for a FPSC systems liled in his docket for the test year,
§) @ 0 @ ) G] & ®
1991 AVERAGE ADJUSTED RATE BASE
INTERIM RATES FINAL RATES
Line Supporting
No. RATE BASE COMPONENTS Waler Sewer Total Water Sawer Total Summaries
1 Utlity Plantin Servica $83,027 308 $63.922.195 $146,949,503 $83,027,308 $63.922,195 $145,949,503 A-H{W) A-2(S)
2 Uity Land & Lang Righis 1,464,926 35177143 4,582,669 1,464 926 3,517,143 4,902,669 A-1(W) A-2(S)
3 Non-Used & Usehl {12.258,001} {10,985,836) (23,243,637) (12,258,001) {10,485,836) (23,243,837) A-1(W) A-2(S)
4 Construction Work in Progress 4] 233,853 233,959 0 228485 229,495 A-1{W) A-2(S)
5 Accumulated Depraciation {17.128.416} (15,100,070} (32,228 485) (17.128.416) (15,100,070} {32,226,445) A-1(W) A-2(8)
& CIAC {29.128.057) {24,413,234) {53,539,291) {29.126.057} {24,413,234) {53,539,291) A-1(W) A-2(5)
7 Accumulated Amarizalion o CIAC 4,328,906 4429.745 8,759,651 4,328 906 4,429,745 8,758,651 A-H{W) A-2(S)
8 Acquisitions Adjusiments {62.220) (515.850) {578,070} {62,220} {515,850 {578,070) A-1{W) A-2(5}
9 Accum. Amon. of Acquisitions Adjustments 22558 161,208 183,766 22,558 161,208 183,766 A-1(W) A-2(8)
10 Advances lor Construction {478,807} {354 358) (B33,165) {478,807) - (354,358} {833,165) A-1(W) A-2(S)
11 Delerred Taxes 3,290,688 1,340,562 4,631,350 3,200,688 1,340,662 4,631,350 A-1(W) A-2(S)
12 Working Capital Allowance 974772 594,353 1,569,131 1,157,997 667 688 1,825,685 A-1{W) A-2(S)
13 TOTAL 1991 AVERAGE ADJUSTED RATE BASE $34,055558 $22.830.523 $56,836,181 $34,238,883 $22,809.377 $57,138,260 A1(W) A-2(5)

15-du G \RRAS\MFR_1991 { SUMMARY \QUTSUM t SUMTOTAL WQ1
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SUMMARY OF TOTAL FILED FPSC JURISDICTIONAL PRESENT AND REQUIRED INCOME - 1991 (FINAL RATES)

Company: SSU - Al Filed FPSC Systems FPsC
Docket No. | 920193-WS Scheduly, FPSC Jurisdictional Summary
Test Year Ended: 12/31/91 {Income}
Interim [ § Final [X} Page 1 of 2
Histadc [X] Projected [ § Explanation’ Provida a FPSC jurisdictional summary schedula of watar and sewer prasent Freparer; Chuck Lawis
Average [X} Year-End [] reguired income components lor all FPSC systems filed in this docket for the test year.
§) @ @ 14 §] B 7 B @ (1) i
1991 REQUIRED OPERATING INCOME (FINAL RATES)
PRESENT INCOME REQUIRED INCREASE AEQUIRED INCOME
Line Supparting
No OPERATING INCOME COMPONENTS Water Sewer Total Water Sawer Total Watar Sewer Total Summaries
1 OPERATING REVENUES:
2 Sales of Waler / Sewer $12.611,473 $7.270877  $19,862350 $4.886 364 $3,778.498 $6,664,662 $17497837 $11,049375  $20,547.12 B-1{w) 8-(8)
3 Other Revenuas 322,950 70 323,020 ] {0 0 322,950 70 020 B-1(W) B-2(S}
4 TOTAL OPERATING REVEHUES 12934423 7.270 947 ),205,370 4586364 3,778,498 8,654,862 17,820,787 11,049,445 28,870,232 B-1{W} B-2(5)
5 OPERATING EXPENSES:
5 Operation & Maintanance 8.263.975 5.341 501 14,605 476 0 ] 0 9,263.975 5341.501 14605476 B-1(W) B-2(5)
7 Depraciation, ret of CIAG Amort. 1,727 545 1235716 2,963,262 0 o 0 1,727,546 $,235.716 2,952,262 B-1[(W) B-2(5)
8 Amortization (621) (11,826} (12,447) 0 0 0 {621) (11,826) {12,447) B-H{W) B-2(S)
] Taxes Other Than tncoma 1,726,076 1,106,985 2,833,661 215888 170,032 389,919 1945963 1,277.018 322,980 B-1{W} B-2(5)
10 Provision For income Taxes {833.510) (800.287) (1,633,797 1,755,995 1,357 866 3,113,881 922,495 557,579 1,460,064 B-1(W) B-2{S}
11 TOTAL OPERATING EXPENSES 11,883 466 6,872,089 18,755,585 1975882 1527898 3,503,780 13,859,348 8,300 987 22259335 B-1(W) B-2(8)
12 NET CPERATING INCOME: $1.050.957 $398.858 51,449,815 $2910482  $2.250600 $5,161,082 $396143%  $2649458  $6,610,897 B-1(W} B-2(8)
13 . RATEBASE  $34.223883 $22B99377  $57,138.260 134230883 $22899377  $57,138,260 A1(W) A-2(5)
14 RATE OF RETURN 347% 174% 254% 11.57% 11.57% 1.57% B-1{W) B-2{5)
5 RETURN ON EQUITY 707% - 1018% 12.83% 1283% 12.83%

-8.32%
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EXHIBIT IIT

SUMNiAFIY OF REQUESTED COST OF CAPITAL - 1991 (FINAL)}

Beginning and End of Year Average
Company: S5U & OUI

Docket No.: §20189-WS
Test Year Ended: 12/31/91

Explanation: Provide a schedule which calculates the requested cost

cost of capital on a beginning and end of year average basis. If

FPSC

Schedule: D-1 Summary
Page 1 of {

Intenim [ ] Final [X] a yeas-and is used submit an additiona! schedula raflacting year-and Preparer: Richard Ausman
Historic [X] Projectad [ ] calculations.
6} {4 {3) {4) {5} it}
COST OF CAPITAL
Line Total ]
Company Cost Waighted Supparting
Ne. Class of Capital Capital Ratio Rats Cost Schedules
1 lLong-Tarm Dabt 71,733,133 52.00% 11,16% 5.80% D-5
2 Customer Deposits 1,450,067 1.05% T.87% 0.08% b-7
3 Daferred TC 2,460,818 178% 1161% 021% D-5 (a)
4 Proferrsd Stock 3,294,250 2.46% 0.00% 0.00% D3
5 Total Equity 62,238,194 45.12% 1283% 5.79% D-5 {a}
§  Adjusimant jor Gas (3,321,026) 2.41% 1283% 0.31% D-5 (a)
] TOTAL 147,055,466 100.00% 11.57%
686
0138
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