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A. 

REBUTTAL TESTIMONY OF BARBARA S. WITHERS 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

REGARDING THE APPLICATION FOR INCREASED RATES FOR 

ST. GEORGE ISLAND UTILITY COMPANY, LTD 

IN FRANKLIN COUNTY 

DOCKET NO. 940109-WU 

Please state your name, profession and address. 

My name is 

proprietor 

Bantry Bay 

On whose 

Barbara S. Withers. I am a CPA and sole 

of Barbara Sheehan Withers, CPA., 2608 

Drive, Tallahassee, Florida 32308. 

behalf are you testifying in this 

proceecling? 

On behalf of the applicant, St. George Island 

Utility Company, LTD (SGI). 

Have you previously presented expert accounting 

testimony before this Commission? 

Yes. I testified in Docket No. 871177-WU, SGI's last 

rate case. I testified at the initial hearings in 

January, 1989 regarding reconciliation of tax 

returns and financial statements. I also testified 

in December, 1991 regarding the maintenance of the 

books and records of SGI in compliance with the 
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instructions in the Uniform System of Accounts 

(USOA) . 

Q. What is the purpose of your rebuttal testimony in 

this proceeding? 

A.  To respond to the prefiled testimony of staff 

witness Gaffney and OPC witness Dismukes. 

Q. At page 3 of her prefiled testimony, Ms. Gaffney 

discusses Staff Audit Exception Nos. 1 and 2, 

regarding the condition of the companyls books and 

records. She concludes that SGIls books and records 

are not kept on a monthly basis, that they are kept 

on a cash rather than accrual basis, and infers that 

they may not be in compliance with the NARUC USOA. 

Do you agree? 

A .  No. The company has fully responded to these 

allegations in its responses to Exception Nos. 1 and 

2. Those responses are Schedule 5 of Mr. Seidmanls 

Exhibit . As the responses point out, SGI 
maintains its books on a monthly basis as required 

by the Commission. The books are closed by the 10th 

of the following month, cash is balanced to the 

books and bank statements are reconciled by the 

15th. The audit staff has taken the position that 
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if the ledger accounts are not "postedtt monthly, 

this violates the USOA instructions to keep books 

on a monthly basis. This is the same argument the 

staff made in the December, 1991 hearing and the 

same position which the Commission ruled against in 

Order No. 92-0122. In that order, the Commission 

ruled that SGI's books were in substantial 

compliance with its rules. As Ms. Gaffney points out 

in her opinion regarding Exception No. 2, the books 

are in better condition in 1992 than they were in 

1991, when the Commission ruled they were in 

substantial compliance. 

In addition, I would like to point out that SGIIs 

books are kept on an accrual basis. Monthly journal 

entries are made for depreciation, amortization, 

real estate taxes, interest on debt, payables, 

receivables, revenues and extraordinary 

transactions. 

(2. In your opinion, are SGIls books and records in 

substantial compliance with the NARUC USOA? 

A .  Yes. 

24 
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Q- 

A. 

Q *  

A. 

Q. 
A. 

0. 
A. 

I would now like you to address portions of the 

testimony of OPC witness Dismukes. On pages 60 

through 64 of her prefiled testimony she discusses 

the original cost of the water system at December 

318 1987. In her discussion she refers to an 

affidavit you gave in Docket No. 871177-WU and 

alleges certain conclusions. Have you read her 

testimony in this regard? 

Yes. 

What is your understanding of how Ms. Dismukes 

reaches an original cost at December8 1987? 

It appears that she has taken portions of my 

affidavit out of context, taken a plant balance from 

a financial statement of Leisure Properties, LTD and 

added to it plant additions on the books of S G I  to 

arrive at a plant cost of the water system on SGI's 

books. 

Is that an acceptable accounting procedure? 

No. 

Why not? 

This is best explained by referring to my Affidavit, 

which I have included as Exhibit ) . First, my 
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affidavit is an explanation of the book/tax 

reconciliation of Leisure Properties and SGI. My 

affidavit points out that Leisure Properties and SGI 

are two separate and distinct entities. Numbers from 

one cannot just be combined with numbers from the 

other. They are, however, reconcilable, and that is 

what my affidavit shows. My affidavit points out 

that the tax returns of both entities were 

simultaneously audited by the IRS, and as result of 

this simultaneous audit, a tax basis for the water 

system was determined. Ms. Dismukes ignores this 

process and ties two unreconciled numbers together 

to reach an inappropriate conclusion. 

Ms. Dismukes uses a Leisure Properties balance as 

a starting point and adds SGI improvements. But she 

ignores the statement in my affidavit that explains 

the context of the SGI additions. Quoting from 

Paragraph No. 4 of my affidavit: 

4. Referring to the information filed with the 

Public Service Commission on December 21, 1988 

and particularly the attached reconciliation 

(attached as Exhibit 1) prepared by me on 

December 16, 1988, you will see that, from 1979 
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through December 1987, the total additions to 

the system by St. George Island Utility Co., 

Ltd. were $612,948. When these additions are 

added to the IRS tax basis settlement of 

$2,212,482, the result is $2,825,430. which 

represents the tax basis of the utilitv svstem 

for purposes of depreciation as of December 31, 

1987; (emphasis added) 

Q. Why is it important to consider the $612,948 

additions in the context of the entire statement? 

A. Because these are SGI additions only, added to an 

IRS determined tax basis. That is the officially 

determined amount of depreciable plant that includes 

all plant turned over to SGI by Leisure Properties. 

Q. Is any of this information new to the Commission? 

A.  No. This was all part of the record in Docket No. 

87 117 7-WU . 

Q. To refresh the Commission's memory, how does the 

$2,825,430 tax basis at December, 1987, compare to 

the original cost at that date, determined by the 

Coloney study? 
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1 A .  The Coloney s t u d y  d e t e r m i n e d  original  cost a t  

2 December, 1987 t o  be $ 2 , 6 5 7 , 2 1 2  compared t o  the  tax 

3 bas i s  of $ 2 , 8 2 5 , 4 3 0 .  And according to Order No. 

4 2 1 1 2 2 ,  i n  Docket  No. 871177-WU, the OPC witness  

5 determined original cost t o  be $ 2 , 2 9 6 , 8 5 0 .  

6 

7 Q. Does that conclude your rebuttal testimony? 

8 A. Yes it does. 
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Witness: B. S. U i thers  
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A F F ' I D h V I ' I .  OF E A R B A R A  S. - \ J I * I ' H E R S  

S T A T E  OF F L O R I D A  
COUNTY OF L E O N  

B e f o r e  me, the u n d e r s i g n e d  a u t h o r i t y ,  p c r s v n a l l y  appeared 

B A R B A R A  S. WITHERS, who b e i n g  f i r s t  d u l y  s w o r n  d e p o s e s  a n d  s a y s :  

1 .  I am t h e  s ame  B a r b a r a  S. W i t n e r s  who t e s t i f i e d  a t  t h e  

p u b l i c  h e a r i n g  h e l d  i n  t h i s  c a u s e  on J a n u a r ) '  1 2  a n d  1 3 ,  1 9 8 9 .  

Hav ing  r e v i e w e d  t h e  1 9 7 9  L e i s u r e  P r o p e r t i e s ,  L t d .  t a x  r e t u r n  a n d  

a u d i t e d  s t a t e m e n t ,  I h e r e b y  r e a f f i r i  my t e s t i m o n y  a n d  o l f e r  t h e  

f o l l o w i n g  e x p l a n a t i o n  r e g a r d i n g  t h e  r e l a t i o n s h i p  between t h e s e  

a d d i t i o n a l  d o c u n e n t s  f i l e d  b y  p u b l i c  c o c n s c l  a n d  t h e  t a x  r e t u r n s  

and  o t h e r  d o c u m e n t s  a d m i t t e d  i n t o  e v i d e n c e  a t  t h e  h e a r i n g ,  

i n c l u d i n g  m y  r e c o n c i l i a t i o n ,  a c o p y  o f  w h i c h  i s  a t t a c h e d  a s  

E x h i b i t  1 .  

s u p p o r t  t h e  f a c t  t h a t  L e i s u r e  P r o p e r t i e s ,  L t d .  dici r iot  d e d u c t  t h e  

c o s t  o f  t h e  s y s t e m  i n  i t s  t a x  r e t u r p s  o r  i n  i t s  f i n a n c i a l  

s t a t e m e n t s .  Please r e f e r  t o  t h e  c i r c l e d  item o n  p a g e  4 of  t h e  

L e i s u r e  1 9 7 9  t a x  r e t u r n ,  S c h e d u l e  M, C o l u m n  e .  e n t i t l e d  "Losses 

not i n c l u d e d  i n  c o l u m n  c ,  p l u s  u n a l l o w a b l e  d e d u c t i o n s "  w i t h  t h e  

amoun t  $ 1 , 7 8 5 , 8 0 4 .  T h e n  r e f e r  t o  t h e  s c h e d u l e  i d e n t i f y i n g  t h e  
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items includad i n  t h i s  [ i g u i : ~ . ,  o f  w h i c h  $7(17,55') r c l a t c c  to t h c  

water distribution s y s t e m .  This means t h n t  t h e  t a x  Oasis O E  the 

water system 011 t ~ i s u r e ' s  b o o k s  a t  12/31/79 was $787,555 and that 

t h a t  amount was not deducted in its 1979 tax return. 

Then, relcrring to page 4 of t h c  Financial Statements, 

Balance Sheet, there is a circled item of $807,495 w h i c h  is 

l a b e l e d  "Investment i n  w a t e r  system'' and represents the financial 

cost basis Leisure had in the water s y s t e n  a t  12/31/79 according 

to its audited financial statements, confirming the fact that 

this cost was not deducted i n  its 1979 financial statements. 

3. I t  is important t o  understand that, for Federal.  Income 

T a x  purposes, there a r e  tvo separate a n d  distinct entities: 

Leisure Properties, Ltd., a Florida limited partnership: and  S t .  

George Island U t i l i t y  Company, ttd., a Florida limited 

partnership. B o t h  of these entities h a v e  been required to file 

Forin 1 0 6 5 ,  U . S .  Partnership Return of Income a n n u a l l y  w i t h  the 

IRS s i n c e  1979. Both Leisure's rcturns a n d  the u t i l i t y  c o m p a n y ' s  

r e t u r n s  were audited simultaneously b y  the IRS f o r  t a x  y e a r s  1979 

through 1982 and settlement reached on behalf of both entities 

b e f o r e  t r i a l  in the U . S .  Tax Court. The IRS p r e p a r e d  a 

comprehensive 30 page appraisal of the system a s  of 12/31/79, 

concluding t h a t  i t s  actual value was only S?,550,000 as compared 

-2- 
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w i t h  t h e  r i t i l i t y  c o m p d r ~ ; ~ ' s  r cpor t . cd  cos t .  v a l u e  o r  $ 3 , O 0 f l , 0 0 O 6  

A t t a c h e d  a s  E x h i b i t  2 is t h o  scrnniarjr pagc  f r o m  t h c  IHS v a l u a t i o n  

s h o w i n g  b o t h  v a l u e s  a s  o f  1 2 / 3 1 / 7 9 .  P r i o r  t o  t r i a l ,  t h e  IRS a n d  

t h e  u t i l i t y  company e n t e r e d  i n t o  a sett lement tindcr w h i c h  a t ax  

b a s i s  o f  $ 2 , 2 1 2 , 9 8 2  was established €or t h e  S t .  G e o r g e  i s l a n d  

U t i l i t y  s y s t e m  a s  o f  1 2 / 3 1 / 7 9 .  A t t a c h e d  a s  e x h i b i t  3 is a 

d e p r e c i a t i o n  s c h e d u l e  p r e p a r e d  by A r t h u r  Young , C P A ' s  ( f o r m e r l y  

May Zima)  w h i c h  r e p r e s e n t s  t h e  s e t t l emen t  w i t h  t h e  IRS b a s e d  upon 

a n  e s t a b l i s h e d  t a x  b a s i s  of $ 2 , 2 1 2 , 4 8 2  a s  of 1 2 / 3 1 / 7 9 .  

4. R e f e r r i n g  to the i n f o r m a t i o n  f i l e d  w i t h  t h e  P u b l i c  

Service Commiss ion  o n  December 2 1 ,  1 9 8 8  a n d  p a r t i c u l a r l y  t h e  

a t t a c h e d  r e c o n c i l i a t i o n  ( a t t a c h e d  a s  E x h i b i t  1 )  p r e p a r e d  b y  me on 

December 1 6 ,  1 9 8 8 ,  you  w i l l  see t h a t ,  f rom 1 9 7 9  t h r o u g h  December 

1 9 8 7 ,  t h e  t o t a l  a d d i t i o n s  t o  t h e  system b y  S t .  G e o r g e  I s l a n d  

U t i l i t y  Co . ,  L t d .  were $ 6 1 2 , 9 4 8 .  When these a d d i t i o n s  a r e  a d d e d  

t o  t h e  IRS t a x  basis se t t l emen t  of  $ 2 , 2 1 2 , 4 8 2 ,  t h e  r e s u l t  i s  

$ 2 , 8 2 5 , 4 3 0 ,  w h i c h  r e p r e s e n t s  t h e  t a x  b a s i s  o f  t h e  u t i l i t y  s y s t e m  

f o r  p u r p o s e s  of  d e p r e c i a t i o n  a s  of  December 3 1 ,  1 9 8 7 ;  t h e  b a l a n c e  

of $ 7 8 7 , 5 1 8  r e p r e s e n t s  a n  IRS a g r e e d  u p o n  n o n - d e p r e c i a b l e  a s s e t  

o f  the u t i l i t y  c o m p a n y ,  f o r  a t o t a l  of  $ 3 , 6 1 2 , 9 4 8 .  No d e d u c t i o n  

h a s  b e e n  t a k e n  b y  L e i s u r e  o r  by St. G e o r g e  I s l a n d  U t i l i t y  

Company, L t d .  f o r  t h e  c a p i t a l  c o s t s  o f  the w a t e r  s y s t e m  o t h e r  

-3- 
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t h a n  t h r o u g h  d c p r c o i a r . i ( > n .  W h e n  t h e  IRS s e t t l e d  t a x  basis c o s t  

oE $ 2 , 2 1 2 , 4 8 2  a s  of  1.2./31/79 i s  b r o u g h t  f o r w a r d  t o  12/31/97 a n d  

a d j u s t e d  l o r  d e p r e c i a t i o n ,  t h e  result is a t o t a l  net book v a l u e  

of  $ 2 , 6 2 4 , 1 8 3 ,  a s  s h o w n  b y  t h e  documents a l r e a d y  w i t h  t h e  

C o m m i s s i o n .  

5 .  L e i s u r e  d i d  n o t  use a n y  c o s t  i n  computing t h e  g a i n  o n  

t h e  s a l e  of t h e  w a t e r  s y s t e m  i n  i t s  t a x  r e t u r n s ,  and  uses t h e  

i n s t a l l m e n t  b a s i s  o f  r e p o r t i n g  t h e  i n c o m e  from t h e  sale. 

T h e r e f o r e ,  t h e  d e € e r r e d  g a i n  ( 1 9 7 9  $2,796,058 a s  shown o n  

s c h e d u l e  a t t a c h e d  t o  L e i s u r e ' s  1 9 7 9  tax r e t u r n )  c o n t i n u e s  t o  b e  

d e f e r r e d  a n d  g a i n  r e c o g n i t i o n  o n l y  a s  p r i n c i p a l  c o l l e c t i o n s  a r e  

r e c e i v e d  on t h e  $ 2 . 8  M i l l i o n  n o t e  r e c e i v a b l e  f r o m  t h e  u t i l i t y  

company.  D u r i n g  t h e  y e a r s  1 9 7 3 - 1 9 7 8  Leisure s o l d  l a n d  on St. 

George I s l a n d  t o  t h e  S t a t e  o f  F l o r i d a  a n d  on i t s  t a x  r e t u r n s  f o r  

t h o s e  y e a r s  took the position t h a t  t h e  s a l e  was an  i n v o l u n t a r y  

c o n v e r s i o n  and t h e r e f o r e  i t  d e f e r r e d  t h e  g a i n  and i n t e n d e d  t o  

r e  i n v e s t  t h e  p r o c e e d s  O f  s u c h  s a l e  ; h o w e v e r ,  

L e i s u r e  ( w i t h  t . he  a p p r o v a l  o f  J o h n  S t o c k s )  a g r e e d ,  i n  its overall 

se t t lement  w i t h  t h e  IRS n o t  t o  t r e a t  t h e  s a l e s  t o  t h e  S t a t e  o €  

F l o r i d a  a s  i n v o l u n t a r i l y  c o n v e r t e d  p r o p e r t y  a n d ,  t h e r e f o r e ,  t h e  

r e i n v e s t m e n t  o f  p r o c e e d s  q u e s t i o n  b e c a m e  a moot p o i n t  8 t  t h e  

time t h e  1 9 7 3 - 7 5  t a x  y e a r s  w e r e  s e t t l e d .  T h e r e f o r e ,  t h e  

-4- 
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t h e  r e f e r e n c e s  t o  r c i n v e s t i n e n t  o f  p r o c e e d s  i t 1  t r 2 i s u t e ' s  ! 9 7 3  t a x  

r e t u r n  were superceded  by t h e  settlement r e a c h e d  w i t h  t h e  IRS, 

w h i c h  was finalized several y e a r s  a f t e r  t h e  1 9 7 9  Leisure t a x  

r e t u r n  was  f i l c d .  

Further t h e  a f f i a n t  s a y e t h  n o t .  

B A R B A R A  S. WITHERS 
bt 

Sworn t o  and s u b s c r i b e d  b f o r e  me t h i s  165 d a y  of f h a r c h ,  1989. 

w -- 
NOTARY PUBLIC 

, 

- 5 -  
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